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Tue administration of both personal 
and corporate trusts in all of their various 
phases continues to be the principal function 


of City Bank Farmers Trust Company. 


EXECUTOR CUSTODIAN OF SECURITIES 


MANAGEMENT OF INVESTMENTS TRUSTEE 


TRUSTEE UNDER PENSION AND PROFIT 
SHARING PLANS 


TRANSFER AGENT FISCAL AND PAYING AGENT 
REGISTRAR 
TRUSTEE UNDER CORPORATE INDENTURES 


MORTGAGE MANAGEMENT 


City Bank Farmers 
cures wee L7USt Company 


Affiliate of The National City Bank of New York 
Established 1812 


Head Office: 22 William Street, New York * Uptown Office: 640 Fifth Ave. at 51st Street 


Information may be obtained through any branch 


of The National City Bank of New York 





A Guaranty Service 


that comes into your own bank 


it ANtit gq 






When you have the Guaranty Trust Company as your New York correspondent, 
your bank enjoys a service that goes beyond the ordinary range of bank facilities. 
Whether its correspondent’s needs are small or large, simple or complex, 


the Guaranty is organized to meet them quickly and efficiently. 


Moreover, Guaranty representatives who visit correspondent banks 
throughout the country will be pleased to discuss your problems with 
a view to offering help and co-operation regardless of whether they are 


local, state, or national in character. 


Guaranty Trust Company 2%" 
Fifth Ave. at 44th St. 


of New York New York 36 


Madison Ave. at 60th St. 


ital Funds $380,000,000 weaenice 9 
Capita unas  ¢ 2 9 Rockefeller Plaza at 50th St. 
New York 20 
Member Federal Deposit Insurance Corporation London Paris Brussels 
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Harris Trust and Savin gs Bank 


Organized as N. W. Harris & Co. 1882 


Incorporated 1907 


115 WEST MONROE STREET, CHICAGO 90 


Me mb , Fede ral Re serve 


System 


Member Federal Depostt Insurance Corporation 


STATEMENT OF CONDITION 


September 5, 1952 


RESOURCES 
Cash on Hand and Due from Banks $167,629,606.63 


U. S. Government Securities 
State and Municipal Securities 


Other Bonds and Securities 


Loans and Discounts 


Federal Reserve Bank Stock 


194,713,325.76 
61,200,225.01 
3,764,469.44 
228,507,067.50 
750,000.00 


Customers’ Liability on Acceptances and 


Letters of Credit 


Accrued Interest and Other Resources 


Bank Premises 


TOTAL 


563,476.33 
3,120,579.53 
2,000,000.00 


$662,248,750.20 


LIABILITIES 
Demand Deposits $543,479,243.13 


Time Deposits 
Total Deposits 
Bills Payable 


Acceptances and Letters of Credit 
Reserves for Taxes, Interest, etc. 
General Contingency Reserve 
$ 10,000,000.00 
15,000,000.00 
7,102,234.22 


Capital 
Surplus 
Undivided Profits 


Total Capital Funds 


TOTAL 


71,036,901.35 


$614,516,144.48 
1,000,000.00 
563,476.33 
5,795,364.58 
8,271,530.59 


32,102,234.22 
$662,248,750.20 


United States Government Obligations and Other Securities carried at $74,071,660.00 are pledged 
to secure Public and Trust Deposits and for other purposes as required or permitted by law. 


The basic policy of this Bank—Zin its Commercial Banking, Corporate and Personal Trust, Investment, 
Savings and other Departments—is to supply a complete, discerning and resourceful banking service. 


EDWIN C. AUSTIN 
Sidley, Austin, Burgess & Smith 


JAMES M. BARKER 


Chairman of Board, 
Allstate Insurance Company 


MARK A. BROWN 
President 


WESLEY M. DIXON 
President, 
Container Corporation of America 
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FRED G. GURLEY 
President, Atchison, Topeka & 
Santa Fe Railway Company 


STANLEY G. HARRIS 
Chairman, Executive Committee 


CHARLES C. JARCHOW 
President, 
American Steel Foundries 


WAYNE A. JOHNSTON 
President, Illinois Central Railroad 


WILLIAM V. KAHLER 
President, 
Illinois Bell Telephone Co. 


DIRECTORS .. 


JOHN L. McCAFFREY 
President, 
International Harvester Co. 


F. B. MCCONNELL 
President, Sears, Roebuck & Co 


JAMES L. PALMER 


President, 
Marshall Field & Company 


CHARLES H. PERCY 


President, 
Bell & Howell Company 


RICHARD E. PRITCHARD 
Vice-President 


GUY E. REED 
Executive Vice-President 


JOHN G. SEARLE 
President, 

G. D. Searle & Co. 
HAROLD H. SWIFT 
Chairman of Board, 
Swift & Co. 
STUART J. TEMPLETON 
Wilson & McIlvaine 
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Cover Picture . . . Autumn scene in rural 
Massachusetts, near North Adams, typical 
of an area which contains colleges, boarding 
schools, summer camps and the summer 
music school and festival at “Tanglewood,” 
developed under the leadership of Serge 
Koussevitsky. Institutions of this sort only 
come into being where the savings of indi- 
viduals have received the careful protection 
and experienced management typical of the 
best in trusteeship . . . Massachusetts, where 
the “Prudent Man” Rule was first estab- 
lished well over a century ago, has been out- 
standing in the high quality service rendered 
by both individual and corporate trustees. 
Among its many colleges and universities 
Harvard stands unique as the first institution 
in the United States, and the history of 
charitable foundations can be traced as far 
back as Benjamin Franklin’s fund, estab- 
lished in 1790 by his will, and designated for 
the assistance of “young married artificers 
of good character.’”’ The first minting of coins 
in this country also was in Massachusetts 
where the General Court authorized in May, 
1652, the production of silver money in 
Boston. 
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Alleviates Trust Restriction 


This bank recently joined in a peti- 
tion directed to the Superior Court of 
this state and county, sitting as a court 
of equity, for modification of restrictive 
provisions in an irrevocable trust agree- 
ment. The decision handed down (See 
report at page 872, this issue) was most 
satisfactory to us and we feel it may 
be of some interest to other trust insti- 
tutions who may be faced with similar 
problems. It may be that if trust insti- 
tutions are a little more aggressive in 
seeking modifications of this nature they 
may find courts increasingly more sym- 
pathetic to these petitions. 

Obviously, the decision of a Superior 
Court (the lower state court in Wash- 
ington) does not carry weight of au- 
thority as to other similar petitions. 
Nevertheless if a decision is handed 
down and is not appealed, the objective 
is accomplished as to the particular trust 
and that is what is important. 


Robert E. Lewis, 
Vice President and Trust Officer, 


Pacific National Bank 
Seattle, Wash. 


Advisory Committee Works 


On your recent visit to Wheeling you 
showed interest in our Senior Bank Of- 
ficers Advisory Committee and I am 
glad to give you a few highlights of 
its work. The Committee is composed of 
six senior officers of the bank together 
with the Vice President in charge of 
Trusts and the Trust Officer, and meets 
upon call usually about once a week. It 
was conceived with the idea of shorten- 
ing the time consumed by the Trust Com- 
mittee as the members of this Committee 
are all busy business men. The Commit- 
tee performs various duties among which 
is the assembling of information con- 
cerning investment of trust funds, said 
investments being suggested by our inde- 
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pendent investment counsel. The commit- 
tee members are informed of the nature 
of the trust, investment provisions and 
the funds for investment and in this 
way, can offer to the Trust Committee 
the information considerably _ boiled 
down. 


An example of this work is the Laugh- 
lin Plan where we received over 300 
applications and it was necessary to go 
through quite a screening process before 
we could arrive at the most deserving 
persons and in turn, the final findings 
were submitted to the Trust Committee. 
[See accompanying story. ] 

Results have been very satisfactory 
and it also keeps the Senior officers in- 
terested in the work of the Trust De- 
partment without their getting into the 
actual operation end. 

W. P. Welker, 


Vice President in charge of Trusts, 
Wheeling Dollar Savings & Trust Co. 
Wheeling, W.Va. 


Missing Pension Paragraphs 


In your publication of our committee 
report on Pension and Profit Sharing 
Trusts, in the October issue, two para- 
graphs were omitted on page 752, cen- 
ter column. between the paragraphs both 
marked (b). The missing material reads 
as follows: 

c. Negotiated plans, and others, may 
have a number of individual trustees who 
act as administrators in much the same 
manner as the separate committee men- 
tioned below. 

(3) 


a. Plans involving individual insurance 
contrasts are generally administered by a 
committee or board, although some of them 
are administered by the trustee or by the 
employer. 


The Committee 


Frederick E. Donaldson, 
Chairman 


New York City 


Investment Information in T&E 
[The following excerpted interchange 
of correspondence with A. W. Thompson, 
vice president and trust officer of the 
Security Trust Co. of Miami, Florida, 
may be of interest to readers who have 
not noted our editorial statement at page 
162 of the March 1952 issue setting forth 
the aims of the Professional Investors Di- 
gest Section, inaugurated that month.] 


To T.&E.: 


I have read Trusts anp Estates with 
great satisfaction, knowing it was de- 
voted to administrative problems. In- 
vestment articles are now included and 
I am only afraid that T.&E. will eventu- 
ally find itself almost exclusively in this 
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field, on which information from liter- 
ally thousands of sources is available 
to us. 


From T.&E.: 


We intend to keep the interests of 
professional fiduciaries foremost but we 
feel investment policy and procedure is 
the core of the trust apple. Security and 
industry discussions also allow us to ex- 
tend the readership to financial officers 
of corporations, foundations, and other 
organizations whose influence is so im- 
portant to the trust business. 


The very multiplicity of sources of 
investment data is what brought about 
the idea of collating and digesting se- 
lected material, and presenting tabula- 
tions, prepared by Moody’s Investors 
Service, concerning long-term trustee- 
type investments. If we can give solid 
industry-trend background for judg- 
ment of trustees, we will feel our course 
justified. 


To T.&E.: 


If the inclusion of this information 
widens the circulation, the addition is 
more than worthwhile. The trust busi- 
ness needs more people to know its 
work and services, which are valuable 
to the community and generally un- 
known to the masses. Your organization 
deserves tremendous credit for its work. 





“WORST YEARS OF OUR LIVES” 


The “average American” at age 29 
can look forward to paying $34,743 in 
taxes (Federal Income, $15,684; Social 
Security, $3,573; real property, $7,200; 
personal property $720). Of the remain- 
ing 36 years of his business life, he will 
work for himself 28 years and for the 


government 8 years. 
—Commerce Clearing House 


GEO. A. LAUGHLIN 


Home Financing Plan 


Wheeling $ Savings & Trust Co. Trustee 


FUNDS NOW AVAILABLE 


WITHOUT INTEREST 


TO ASSIST IN PURCHASE OF HOMES 
APPLICANTS MUST BE 


1. Residents of Ohio Co. W. Va 
2. Have at least 3 Children 
3. Be Insurable 
APPLICATION BLANKS SHOULD BE REQUESTED 
BY MAIL FROM 


WHEELING @® Sayings 3 Taust Co, 








1315 MARKET ST. WHEELING, W.VA. 


31, 1952 





Applications Must Be Postmarked Belore Midnight, Thursday, July 


To — Wheeling Dollar Savings & Trust Co 

vst Dept., 1215 Marke? Street 
Wheeling, West Virginie 
Please mail application for Laughlin Plan Home Loan to 
 aenre- oosee eseeee 
CA tik contassscatientas 
















BETTER HOMES FROM A TRUST 


Better homes for several more Wheel- 
ing families each year will result from 
a unique trust at the Wheeling (W. Va.) 
Dollar Savings and Trust Co. 

When the late George A. Laughlin 
drew up his will in 1935, he had already 
tried out with individuals a plan which 
he perpetuated under a trust: the loan, 
without interest, of the money needed for 
the head of a family to purchase his own 
home. As a wealthy and sincere phil- 
anthropist, Mr. Laughlin absorbed insur- 
ance costs and relinquished interest on 
loaned capital to enable deserving parents 
to own a comfortable — not luxurious — 
home. He worked out this plan: 

a) Beneficiaries of the trust must be 
residents of Ohio county, of good charac. 
ter, employed, insurable, parents of three 
or more children, and unable to pur- 
chase a home without the assistance of 
the trust. They would be discovered by 
newspaper advertising, in response to 
which applicants (in writing) would be 
sifted by the trustee which would deter- 
mine final choice of beneficiaries. 

b) The trustee would purchase (or 
erect) a home as nearly as possible of 
the type and in the area desired for each 
beneficiary, at a cost of between $5,000 
and $10,000 of 1935 value but “not to be 
in rows or groups.” 

c) The beneficiary would receive a 
deed and be covered by life, accident, fire 
and tornado insurance at the expense of 
the trust. Thus, if any misfortune oc- 
curred, the family would retain the home 
free and clear. The beneficiary in turn 
would give the trustee a mortgage which 
would be paid off by ten or fifteen years 
of monthly payments, equivalent to a 
reasonable rental. He would not be 
charged interest. 

As the trustee was instructed to use 
income only, additional homes could be 
provided as the fund was rebuilt by mort- 
gage payments. The original trust of 
$500,000, with an income of approximate- 
ly $20,000, might produce a revolving 
fund of $250,000 by the end of ten years. 


Mr. Laughlin died in 1936, but his in- 
terest in homes included his own family, 
and he provided that his wife should re- 
ceive the trust income during her life 
time. Upon her death in early ’52, the 
trustee began the housing loan plan. The 
accompanying first advertisement — plus 
a front-page feature story in the Wheel- 
ing News-Register — resulted in 300 ap- 
plications from which the trustee select- 
ed the one or two loans the first year’s 
income will provide. 


The testator gave the trustee ample 
powers and a wide range of freedom for 


making changes in details of the plans, | 
and recommended (by will) that changes } 


be made — with court approval — 4s 
often as they appeared desirable to keep 
the plan practical in application. 
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The New Leadership 


Editorial 


OVEMBER 4, 1952 WAs A GREAT DAY for all painlessly, quickly or in legislative halls. 
America—for all the world. The ballots 
cast by nearly 60 million voters for candidates 
of their choice proved the resilience as well 
as the enduring nature of constitutional, alter- 
native-party government. Even after twenty 
years of Federal control by the same party, 
we found the ultimate control to lie where 
it belongs: in the hands—and the hearts—of 
the people. 


Business—meaning employees, management 
and stockholders—will not only have to co- 
operate with Government but take initiative 
and responsibility in keeping its own house 
clean. There is a lesson to learn in the fact 
that it took twenty years for Business to get 
out of the doghouse of its former excesses, 
and that Dealism was substituted as a tenant 


for similar abuses of power. 
The sportsmanlike acceptance of the deci- 


sion also proved the basic unity of our nation. 
The choices were not those of any group or 
sect, but of a composite of farm and city. 
rich and poor, employee and employer, North 
and South, Artificial barriers largely disinte- 
grated, false antagonisms were generally for- 
gotten in the common concern for honorable 
peace abroad and inspiring leadership at 
home. The materialism symbolized by the 
slogan “you never had it so good” was re- 
jected as reactionary and cynical when meas- 
ured against the futility of a government of 
ever-increasing potency here and impotency 


In the same way that the electoral decisions 
were made in the votes of each ward, so 
will our economic and political stature be 
determined by the productivity and economic 
literacy of our communities. We have a great 
slack to take up in productivity: conversion 
from war to peace products as tensions sub- 
side, elimination of feather-bedding and arbi- 
trary restrictions, reduction of turnover and 
resulting inefficiencies, and creation of more 
compensatory methods of long-term profit 
sharing. We have an even greater slack to 
take up in understanding of the simple eco- 


abroad. nomics of daily life. 

But will the days ahead be great ones— Judging from the President-elect’s past ac- 
will they bring true security and true pros- tions and Spore, We can confidently ex- 
perity? That depends not alone on our Lead- pect a welding of the varied interests of our 
ership, but even more on the Followership. people, just as he coordinated the objectives 
This is no mandate for government to take and efforts of the Allies in World War II, for 
charge with Power Politics or Princes of Privi- the common achievement of a prosperity based 
lege. But not even President-elect Eisenhower not on war but on peace. We may expect 
and the new Congress can achieve the ad- protection of workingmen, but not of loafing- 
vances of which they are capable without the men; of savings but not of profiteerings. Al- 
continuing support of good citizens. Let us ready the General has indicated one means by 
neither seek to turn renewed liberties into li- which he intends to return the fruits to the 
cense, nor wash our hands with a “that’s done. laborer; by reducing taxes as excessive gov- 
now back to business.” ernment spending is reduced. He has consis- 


tently shown his regard for local government 
rather than centralized power, and for per- 
sonal rights and property rights necessary to 
support them. 


Our most importance business is not the 
selling of suitings, the manufacture of mar- 
garine or even the growing of grains, but the 
encouragement of a moral and economic 
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climate in which we of the United States We have elected a great Leader, but like 
prove, by our good neighbor policy at home, all Leaders his strength will come from the 
our right to be trusted by our neighbors ranks of those who, in their own communi- 
abroad. Statesmanship—economic or diplo- ties, set an example of morality and the kind 
matic—is not something that can be delegated of Ism that made this nation first Free, then 
and forgotten. Our new representatives have Strong and now, we hope, Just. The Crusade 
inherited a tough situation, not to be solved has just begun. 
£ 
£ 
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No Problems, No Fees 


SOMEWHAT DISTURBING NOTE has recently appeared in 
pew and speeches by trust managers intended to 
indicate the serious nature of present problems and, by im- 
plication, the great danger to which their accounts may be 
subjected. They are not rendering a service to their pro- 
fession in airing their indecision or dilemma, as this is 
bound to create an impression of weakness or vacillation in- 
stead of breeding confidence. The auditor may conclude that 
protection via trusteeship is futile, when the professionals 
themselves throw up their hands in anguish. 


Some astute investment officials, inside and outside the 
corporate fiduciary fold, have remarked the over-references 
to “problems” both in private discussions and public ad- 
dresses and the appearance of irresolution or fear that this 
gives. Every business or profession has a constant flow of 
problems which must be met with patience and energy. That 
is what they are paid for; if there were no difficulties there 
would be precious little need for their services or know-how. 


The long wave of improved market prices and increased 
dividends may have had a softening effect, accentuated by 
fear of censure when the market weakens as one remembers 
the tribulations of the ’30s. Yet at each succeeding new 
“high” there were more worries about retaining or making 
new equity commitments, or about taking taxable gains. 
No one should strive after infallible judgment; it isn’t a 
human virtue. If the trust manager feels the market is too 
high he should liquidate weak holdings; if prices seem low 
he should buy; but to have the desire without the courage 
to take action is a sign of weakness to beneficiaries or pros- 
pects—and may prove so to judges. 


Nor should tax considerations be accorded the importance 
which is expressed in a great mass of publicity, speeches 
and private discussions. Over-concern about the incidence 
of a tax may defer or prevent a decision which, from the 
economic or investment standpoint, is sound and profitable. 
Just as efforts to squeeze the last dollar out of a rising 
market result in more squeezes than dollars, so can efforts 
to save a tax dollar result in less dollars to tax. The place to 
put the emphasis is on value — present, prospective and 
relative. 


Along with the complaints about the hardships of a trus- 
tee’s life there is a frequent call for some magic formula 
by which the trustee, as well as the beneficiary, will be pro- 
tected against all types of financial storms. Forms and 


formulae cannot give comfort nor eliminate the necessity for ° 


group judgment based on the experience, facilities for fact 
finding, contacts and objectiveness which are the profes- 
sional trustee’s stock in trade. They are a tool useful to the 
courageous, but only more confusing to the confused. 


There is, further, no reason for a conscientious and 
capable trust manager to be either apologetic or fearful 
about the future of his portfolios. The fact that the security 
market varies over so wide a range, not only yearly but 
daily, is recorded proof that yesterday’s valuations were 
ephemeral and that not to take a position or action is just 
as much a gamble as the affirmative. Some element of 
business risk is a necessary ingredient of any constructive 
investment policy. Potential investment pitfalls are part of 
the justification for a wage for money — and for trustees. 


_— 













Mayo A. Shattuck 1898-1952 


HE TRUST FRATERNITY — legal, administrative and edi- 
jp — lost a warm and valued friend when Mayo 
A. Shattuck passed away on November 4th at his home in 
Hingham, Mass., after a long illness. His contributions to 
the literature and development of trust law and practice 
represented only one phase of Mayo Shattuck’s brilliant 
career. 


Author of “Estate Planner’s Handbook” and the revision 
of Loring’s “Trustee’s Handbook,” Mayo Shattuck was a 
star attraction on many a trust program, from the most 
local of fiduciary association or trust council meetings, 
to the annual national conventions of the Trust Division of 
both A.B.A.’s — Bar and Bankers. His articles in Trusts 
AND EsTATEs were always a distinct asset to our pages. 


As he himself was fond of remarking, Mayo Shattuck 
was one of those rare citizens — a native Californian who 
moved East, where he received his baccalaureate and law 
degrees from Harvard and stayed on to practice in Boston 
beginning in 1923. A member of the firm of Haussermann, 
Davison & Shattuck, he rose to the presidency of the Massa- 
chusetts Bar Association. Perhaps his most lasting effects 
on trusteeship will be felt in the area of investments, for 
the Model Prudent Man Rule statute which he drafted has 
been adopted wholly or substantially in many states through- 
out the nation. 


Apart from his professional activities, Mayo Shattuck was 
a distinguished civic leader. He fought actively to preserve 
Boston Common from commercial encroachment and re- 
sisted legislative attempts to censor newspapers and radio. 
In business life, he was since 1944 a director of Boston 
Fund, one of the country’s prominent investment trusts, and 
since February of this year chairman of its advisory com- 
mittee. 


At 54 death came too soon to deprive the trust world of 
the fine personality and keen mind of Mayo A. Shattuck. 


A A A 
Common Trust Fund Legislation 


N VIEW OF THE REQUESTS that have come to TRUSTS AND 
Estates for information regarding the status of enab- 
ling legislation for common trust funds in the several States 
and Territories, we publish here a statement of the situation 
to date. 


These jurisdictions have common trust fund enabling laws, 
without prescribed limit as to the maximum amount which 
can be participated from any one trust: Arizona,* Arkan- 
sas,* California, Colorado,* Delaware, District of Colum- 
bia,* Florida,* Idaho,* Illinois, Indiana, Kansas, Kentucky, 
Louisiana, Maine, Maryland, Mississippi,* Missouri.* New 
Jersey, No.Carolina,* Ohio, Oklahoma, Oregon, So. Dakota," 
Texas,* Utah, Vermont, Virginia, Washington,* West Vir- 
ginia,* Wisconsin.* The maximum limitations set by the 
Federal Reserve Board, now $100,000, apply in every case, 
if the fund is to qualify under Regulation F. 


A top limit of $150,000 is in force in Georgia. and 4 
$100,000 maximum is set in Alabama, Connecticut, Massa- 
chusetts, Minnesota, New York and Pennsylygnia. Two jur- 
isdictions — Hawaii and Michigan+ — hav@"$25,000 limits. 


*Uniform Act. 
+By regulation of banking department. - 
#By court decision. 
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Fiduciaries Financial Service 


This service is to assist individuals acting as Executor, Ad- 
ministrator, Trustee or Guardian—their Counsel, Accountants 


or Advisors. 


By appointment of Bankers Trust Company as Custodian or 
Agent, fiduciaries may relieve themselves of the worries and 
details of property management and the keeping of pertinent 
records. The following services may be obtained in whole or 


in part as the fiduciary and his counsel require: 


Safekeeping of Securities Investment Advisory Service 


Collection of Dividends Maintenance of Complete Estate 
and Interest and Income Tax Records 

Handling of Security Preparation of Schedules for 
Sales and Purchases use in Court Accountings 

Stock Transfers Depositary under Court Order 


You are cordially invited to write Personal Trust Department, 
Bankers Trust Company, 16 Wall Street, New York 15, for 
full information. We shall be glad to send you a printed out- 


line of the services we render as agent for individual executors. 


BANKERS TRUST COMPANY 


NEW YORK 


Member Federal Deposit Insurance Corporation 


NoveMBER 1952 
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Graduate School of Banking 
Theses Approved 


Thirty-eight members of the 1952 
class at.the Graduate School of Banking 
have had their theses approved for 
permanent placement in the A.B.A. and 
Rutgers University libraries. The 38 
theses were selected from a total of 338 
submitted by members of the class, on 
the basis of recommendations by oral 
examination panels, expert readers, and 
the entire educational record of the stu- 
dent. They are now being printed and 
will be available on January 1, 1953. 


Among the students who received this 
honor, those who dealt with subjects of 
special interest to the trust field are: 


Charles W. Eliason, Jr.. Commercial 
National Bank, Peoria, Ill—‘“Invest- 
ment Performance of The Mutual 


Funds”; Roy A. Ely, Lincoln Rochester 
Trust Co., Rochester, N. Y.—‘Business 
Insurance and the Business Insurance 
Trust”; Fred N. Garrett, Jr., Chase Na- 
tional Bank, New York—‘Escrows of 
Personal Property”; John U. Grissinger, 
Bank of New York, New York—“Legal 
Common Trust Funds in New York”; 
William H. McMaster, Jr., Guaranty 
Trust Co., New York—‘“Copartnership 
Nominee Registration by Banks in New 
York State”; Harris S. Richardson, Jr., 
Old Colony Trust Co., Boston—The Val- 
uation of Pension Funds”; Alvah Rog- 
ers, Jr., Chicago Title & Trust Co., 
Chicago—“Federal Estate Tax Appor- 


tionment.” 
A A A 


Trustman Honored by 
Underwriters 


At a joint luncheon on October 9, 
1952, held at the New England Mutual 
Hall, of the Boston Life Underwriters 
Association and the Boston Chapter of 
the American Society of Chartered Life 
Underwriters, Basil S. Collins, vice 
president of the Old Colony Trust Co., 
was presented with a resolution in recog- 
nition of his years of co-operation with 
the Institution of Life Insurance. Her- 
bert W. Florer, general agent of the 
Aetna Life Insurance Co. and President 
of the Boston Chapter, in presenting the 
Resolution to Mr. Collins said. “The Life 
Insurance Industry owes you so much 
for your contribution to it and for your 
outstanding counsel to Life Under- 
writers in the fields of life insurance 
and the taxation of life insurance and 
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your intelligent development of the rela- 
tionship of life insurance to estate plan- 
ning.” 

Mr. Collins, who was awarded the 
C.L.U. designation in 1935 by the 
American College of Life Underwriters, 
is a Past Regional Vice President and 
Director of the American Society of 
Chartered Life Underwriters. He is also 
a Past President of the Boston C.L.U. 
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New Common Trust Funds 


Formation of a common trust fund— 
the first in Florida—has been announced 
by the First National Bank of Orlando. 

The establishment of a fund at Harris 
Trust and Savings Bank, Chicago, to 
be known as Common Trust Fund A, 
was approved by the bank’s board for 
commencement on November Ist. 


Empire Trust Co., New York, estab- 
lished its First Discretionary Common 


Trust Fund on October 31st. 


Virginia’s latest fund—the State’s 
fifth—is Discretionary Common Trust 


Fund A of State-Planters Bank & Trust 
Co., Richmond, effective November Ist. 


A AA 
Dividends Hit Tenth Peak 


For the tenth consecutive year, com- 
mon stock cash dividends on the New 
York Stock Exchange for the first nine 
months set a new high record of $3.9 
billion, representing payments by near- 
ly 90% of the 1,069 common stocks 
listed, a dollar gain of 4.1% over the 
same 195] period. Of the 27 industrial 
groups, 19 paid higher dividends this 
year and 8 reduced disbursements. Rub- 
bers, petroleum and gas, and utilities 
were the bellwethers of the plus _per- 
formers, with the textiles and retail trade 
units leading the retreat. 











Uniform Common Trust Fund 
Act Amended 


At its recent annual meeting in San 
Francisco, the National Conference of 
Commissioners on Uniform State Laws 
approved the following addition to See. 
tion 2 of the Uniform Common Trust 
Fund Act: 


When an accounting of a common trust 
fund is presented to a court for approval, 
the court shall assign a time and place 
for hearing and order notice thereof by: 
(1) publication once a week for [three] 
weeks, the first publication to be not less 
than [twenty] days prior to the date of 
hearing, of a notice in a newspaper having 
a circulation in the [county] in which the 
bank or trust company or branch thereof 
operating the common trust fund is lo. 
cated, and (2) mailing not less than [four. 
teen] days prior to the date of the hearing 
a copy of the notice to all beneficiaries of 
the trusts participating in the common 
trust fund whose names are known to the 
bank or trust company from the records 
kept by it in the regular course of busi- 
ness in the administration of said trusts, 
directed to them at the addresses shown by 
such records, and (3) such further notice 
if any as the court may order. 





The Conference Commissioners added 
the comment that in approximately twen- 
ty states there are common trust fund 
provisions containing the substance of 
the Uniform Act but in a different form. 
This amendment is recommended to the 
corresponding Sections of those Acts, and 
in the states where there is no provision 
for court accountings, it is recommended 
that the whole of Section 2, as amended, 
be used. 
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Second District Banks Report 
Trust Earnings 






Trust department gross income in 22 
New York City (central reserve) banks 
rose 7.8% in the first half of 1952 over 
the corresponding period of 1951, ac- 
cording to the September Monthly Re- 
view of the Federal Reserve Bank of 
New York. The dollar amount of $32, 
699,000 was slightly under 10% of total 
current operating earnings of $336,367, 
000 which were up 15.5% over the year 
before. 













The percentage increase—11.9%—of 
trust department income in 35 outside 
New York City banks with over $20 
million in deposits, kept pace with the 
11.8% gain in total earnings for this 
group. Dollar volume of trust income 
($1,372,000) accounted for approximate- 
ly 4% of this total. The classification of 
$5 to $20 million (25 banks) showed 
the greatest percentage gain in trust in- 
come, jumping 39.5% to $60,000, which 
was less than 114% of the aggregate 
earnings. 
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Nadler on Business 


A readjustment in business activity, 
accompanied by increased competition, 
is foreseen for sometime during 1953 
by Dr. Marcus Nadler, economic con- 
sultant of The Hanover Bank. The seller’s 
market in some lines, commented Dr. 
Nadler in a report to the bank’s staff, has 
lasted for over ten years and some man- 
agements have forgotten how to operate 
under adverse conditions. Readjustment 
is always painful and its extent and dur- 
ation are presently incalculable but pros- 
pects do not warrant a pessimistic view 
of the future, in his opinion. 


The eight factors currently affecting 
the economy are: the effects of the steel 
strike, the repeal of Regulation W, con- 
tinuing military expenditures, capital 
outlays, full employment, recovery in 
soft goods industries, a high level of 
construction and high farm income. Af- 
ter these influences have lost their full 
force, Dr. Nadler believes that a change 
in the 1953 business pattern will occur, 
with lower profit margins. 


Dr. Nadler does not, however, antici- 
pate severe price declines because he 
cannot find room for much in the way 
of lower production costs. This may lead 
rather to development of greater operat- 
ing efficiencies and managerial ingenuity 
to meet the new conditions inherent in a 
buyer’s market. 

A A A 


Pension Plan Filing Waived 


It is no longer necessary that new and 
amended pension and profit sharing 
plans, which meet the self-administering 
provisions of Regulation 6 of the Sal- 
ary Stabilization Board, be filed with the 
Board within 15 days after approval by 
the Commissioner of Internal Revenue. 
By amendment of Regulation 6, only 
plans which do not meet the self-admin- 
istering provisions must be filed. 
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Check background of Central Bank & Trust Co. of Denver. 





New Benefit Plan at Chase 


Cost of the new retirement plan for 
employees at Chase National Bank, New 
York, will be carried entirely by the 
bank, with pensions computed on a salary 
base amounting to the average of the 
last five years before retirement and the 
multiplier for each year of service a 
fixed 14%% instead of varying per- 
centages. There will be special provisions 
for survivor’s benefits and other contin- 
gencies as well as improved recognition 
of those in military service. 


Staff members who have contributed 
to the old plans will have three options: 
they may. deposit the sum of their con- 
tributions in a new thrift-incentive plan, 
purchase annuities in addition to the 
benefits of the new plan, or withdraw 
their payments in a lump sum. 


Voluntary participation in the new 
thrift-incentive plan may be by 2%, 4% 
or 6% of salary through payroll deduc- 
tions. The bank’s contributions will be 
a percentage of net operating earnings 
before income taxes, based on a sliding 
scale. This would mean in 1952, for in- 
stance, a probable contribution of more 
than 8% of the annual salaries of those 
eligible to participate. The bank will 
make no contribution, however, if capital 
funds and reserves fall below $360 mil- 
lion and will contribute reduced amounts 
if dividends are less than $2.00 per share. 
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Public buildings dominate background of checks issued by Third National Bank of Nashville. 


Pictorial Checks 


An attractive check is a quiet but 
effective method employed by banks and 
trust companies to win the good will of 
customers and prospects. With this in 
mind, Todd Company’s skillful artist, 
John Wenrich, has designed check back- 
grounds for banks in various sections of 
the nation, each of which gathers the 
natural beauty, history, culture and 
architectural achievements of the bank’s 
own community into an artistic whole to 
form a pictorial background. 


The Central Bank & Trust Co. of Den- 
ver check, for instance, combines the 
majesty of Pike’s Peak with the business 
resources, transportation facilities, polit- 
ical importance, and architectural growth 
of the city, and places the bank’s own 
building right in the bull’s eye. Not only 
the large “C” but the whole design of 
the check conveys the thought of “Cen- 
tral.” 


For Third National Bank in Nashville, 
Tenn., the artist grouped the educational, 
cultural, historical and legislative build- 
ings around that of the bank, placing the 
bank’s building not only in the center, 
but where the bases of two triangles 
meet, giving the impression of a close 
and integral relationship between the 
bank and the economic base upon which 
the other manifestations of civilized life 
are built. 
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Life-Trust Council Formed 
in Toronto 


Organization of 
the Life Insurance- 
Trust Council of 
Toronto was com- 
pleted on October 
14th with a mem- 
bership of eigh- 
teen, about equally 
divided between 
underwriters and 
trust officers, a number which is expect- 
ed to be increased substantially as fur- 
ther applications are accepted. Officers 
elected for the ensuing year were: 

Pres., Carman Jerry, Royal Trust Co. 

Vice Pres., Andrew Elder, C.L.U., 
London Life. 

Sec., Howard Graham, C.L.U., Manu- 
facturers Life. 

Hon. Sec., W. R. Scott, Trust Com- 
panies Association of Ontario. 

Treas., Arthur Dew, Canada Trust Co. 

Most Estate Planning and Life Insur- 
ance and Trust Councils have begun 


their fall seasons. October meetings re- 
ported to T&E included the following: 


Los Angeles—10th: Leon L. Rice, of 
the Winston-Salem, N. C., law firm of 
Womble, Carlyle, Martin & Sandridge, 
discussed current developments in pen- 
sion and profit sharing plans. 


Southeast Florida—15th: The opening 
meeting of the current year was given 
over to a social gathering following the 
election of new officers: 





CARMAN JERRY 


Pres.: Allen Tomlinson, Pentland, 
Purvis & Keller. 

lst Vice Pres.: Winston Wynne, Con- 
necticut General Life 

2nd V. P.: Charles Morehead, More- 
head, Forrest, Brown & Gothardt 

Treas.: Horace K. Hays, First Nation- 
al Bank, Miami. 

Secy.: Richard C. Boggs, Little River 
Bank & Trust Co., Miami. 


Chicago—15th: The local version of 
“Post-Mortem of S. Simon Selfmade, the 
dramatic-humorous skit about a home- 
made will first presented in Boston last 
Spring, was played before the Chicago 
Council. The skit was published in the 
July issue of T&E. 


Baltimore—7th: New officers were 
elected at this meeting, as follows: 

Pres.: Robison Brown, Jr., C.L.U., 
Prudential Life 

Vice Pres.: Ronald D. Ball, First Na- 
tional Bank 
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Secy.: James A. Hooper, Jr., Safe De- 
posit & Trust Co. 


Treas.: John Z. Schneider, Connec- 
ticut General Life 


Guest speaker was Warren H. Eier- 
man, assistant vice president of The 
Hanover Bank of New York. He placed 
the blame equally on trustmen and un- 
derwriters for any lack of cooperation 
that exists. To demonstrate that coopera- 
tion — which is too often given lip ser- 
vice — does work. Mr. Eierman quoted 
a letter from an underwriter “who de- 
livered $258,000 of life insurance bus- 
iness as a direct result of our work in 
estate planning for my clients.” 


The average trust officer, Mr. Eierman 
continued, does not distinguish between 
a professional salesman — who is a 
highly trained technician — and the 
door-to-door peddler. Again, many trust 
officers, trained to assume responsibility, 
undertake to make insurance arrange- 
ments themselves in planning estates, 
instead of calling in the client’s agent. 
Underwriters fear the loss of the optional 
mode of setthment as a good selling 
point in terms of guaranteed income, 
and, what is more, the Government will 
not wait for the monthly checks to li- 
quidate its tax claim, the speaker main- 
tained. 

While trust officers should convince 
a customer needing additional insurance 
to arrange for a physical examination, 
the underwriter should refer to the trust 
department for general estate planning 
those substantial clients who are no 
longer insurable, Mr. Eierman con- 


cluded. 


North Jersey—15th: David Marks, Jr., 
C.L.U., spoke informally on pension and 
profit sharing plans. 


Philadelphia—30th: Profit sharing 
plans under present business conditions 
was the subject of the address by J. H. 
Shreiner, vice president of Towers, Per- 
rin, Forster & Crosby. 


El Paso—2\st: A three-man team dis- 
cussed community property in estate 
planning. Leader was Melvin Potash, 
with William Fluornoy and O. L. Malone 


assisting. 


Fort Worth—2\st: In its first meeting 
under the new name of Business and 
Estate Council, this group heard Charles 
W. Hamilton, vice president and trust 
officer of The National Bank of Com- 
merce of Houston, outline the role of 
the wife in estate planning. 


Seattle—15th: Legal and tax aspects 
of profit sharing trusts were reviewed by 











Henry V. Benson, Jr., C.P.A. of Benson 
& McLaughlin, and Wallace Aiken, of 


the law firm of Howe, Davis & Riese. 


Milwaukee—6th: The use of settlement 
options and/or trusts in estate planning 
was compared by Robert L. Knight, vice 
president of Ohio Citizens Trust Co, 
Toledo. 
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Iowa Trust Conference 
The Fourth An. 


nual Conference of 
the Iowa Corporate 
Fiduciaries Asso. 
ciation was held on 
October 15th at the 
Blackhawk Hotel 
in Davenport. How. 
ard L. Johnson, 
vice president and 
trust officer of Security National Bank 
in Sioux City, was elected president of 
the association to succeed J. M. Hutch- 
inson, executive vice president of Daven- 
port Bank and Trust Co. 

Following Mr. Hutchinson’s opening 
remarks, Robert D. Wells, president of 
the Scott County Bar Association, ad- 
dressed the group on matters of mutual 
interest. Then came a talk on income tax } 
problems in estate administration by 
Professor John C. O’Byrne of the Col- 
lege of Law at State University of Iowa. 

At the afternoon session, Robert C. 
Masters, assistant director, Division of 
Examinations, Board of Governors, Fed- 
eral Reserve System, gave a detailed 
analysis of what a bank examiner ex- 
pects in a trust department. (His re- 
marks will be reported in the December 
issue.) The concluding feature of the 
one-day program was a trust forum un- 
der the leadership of Mr. Johnson. On 


the panel were these trust executives: 


W. C. Siddle, First Trust and Savings 
Bank, Davenport; C. Ream Daughrity, 
Iowa-Des Moines National Bank; A. L. 
Vogl, American Trust and Savings Bank, 
Dubuque; and E. L. Carmody, Daven- 
port Bank and Trust Co. 









HOWARD L. JOHNSON 
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New Employee Benefit Plan 


Flexibility in employee benefit plan 
design is underscored in the October 
issue of The Pension Bulletin issued by 
The Hanover Bank of New York. It de 
scribes a three part-three fund plan, cor- 
sisting of (1) definite pension benefit 
for past service; (2) profit sharing to 
cover current service benefits; and (3) 
employee savings.in the form of volur 
tary contributions. 
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Vice President 


IRVING TRUST COMPANY, NEW YORK 


HERE ARE 11,000,000 PEOPLE in the 
United States who are self-em- 
ployed: farmers, doctors, dentists, os- 
teopaths, chiropractors, optometrists, 
veterinarians, lawyers, accountants, 
architects, engineers, industrial design- 
ers, chemists, ministers, social workers, 
writers, artists, actors, musicians, 
dancers, real estate and insurance 
brokers and agents, actuaries, invest- 
ment counsel, professional athletes, fu- 
neral directors and a host of others. 


To these 11,000,000 are denied cer- 
tain tax privileges enjoyed by some 
8,000,000 employees of others who are 
participants in pension plans established 
by their employers and “qualified” un- 
der Section 165 of the Internal Revenue 
Code. Payments made by the employer 
into the fund from which the pensions 
will be paid under a plan so qualified 
are deductible by the employer. Income 
which may be earned by this fund is 
tax-free—as are capital gains also. Most 
important to the individual: the pay- 
ments made by the employer into the 
fund for the employee’s ultimate bene- 
fit are not currently taxable as income 
to the employee. He will be taxed only 
on the pension when he receives it, and 
normally he will be in lower brackets 
then because the pension will be lower 
than his wage or salary while employed. 


Now consider the plight of the 11,- 
000,000 self-employed. Whatever they 
may be able to put aside to provide for 
their old age they will have paid a tax 
on, first. If they invest their old-age 
reserve, the income and gains of the re- 
serve will be taxable. It would seem 
only fair to give them the same tax 
treatment as the 8,000,000. A measure 
is pending in Congress which would do 
this. Curiously it has met with objec- 
tions that it is discriminatory, favoring 
the rich. We'll come back to the objec- 
tions later: first, the bill. 


Actually there are two identical bills 
in the House of Representatives, one in- 
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TAX-FAVORED PENSIONS 
in Sight for the Self-Employed 


by EARL S. MacNEILL and GORDON T. WALLIS 


Assistant Secretary 





troduced by Representative Eugene J. 
Keogh and the other by Representative 
Daniel A. Reed, both of New York; one 
a Democrat and the other a Republican 
—thus a bi-partisan aspect is given. 


There’s a little history to these 
bills. They were introduced early in 
1951; and a companion proposal was 
offered by Senator Irving M. Ives as 
an amendment to the then-pending Reve- 
nue Act of 1951. The amendment “died 
in committee,” as the quaint phrase is, 
because there was inadequate time to 
study it. The Keogh-Reed bills survived 
in their original form (H.R. 4371 and 
H.R. 4373) to be the subject of a one- 
day hearing before the House Ways and 
Means Committee on May 13, 1952. 
Many constructive suggestions came out 
of the hearing, as a consequence of 
which the bills were redrafted and pre- 
sented anew as H.R. 8390 and H.R. 8391. 
Hereafter, for simple syntax’ sake we’ll 
refer to the bills in the singular; and 
the modified version will be described, 
with but occasional passing reference to 
the original. 


Coverage of Proposed Law 


It is called, “A BIL to encourage the 
establishment of voluntary pension plans 
by individuals.” 

What individuals? They are not ne- 
cessarily self-employed. A “qualified in- 
dividual” is defined as any individual 
except one who is employed and who 
is a member of a pension or profit-shar- 
ing plan established by his employer and 
qualified under Section 165(a); or is 
eligible to become a member of such 
a plan upon meeting certain require- 
ments; or is already a pensioner under 
such a plan. Excluded also are employ- 
ees and pensioners of national, state and 
local governments and agencies having 
retirement plans. 


So now we have qualified individuals, 
who generally will be self-employed but 











may be the employees of employers 
having—as to them, at least—no quali. 
fied tax-privileged retirement plan. Any 
such person may exclude from his gross 
income, in any taxable year, subject to 
certain limitations, that portion of his 
earned income that he has paid within 
60 days after the close of such year to 
a “restricted retirement fund” or to a 
life insurance company as premiums 
under a “restricted retirement annuity 
contract.” 





Limitations and Requirements 


What are the limitations? Basically, 
the annual exclusion cannot exceed 10% 
of the taxpayer’s earned net income, or 
$7,500, whichever is the lesser; and the 
aggregate excludable during the tax- 
payer’s lifetime is fixed at $150,000. 
But there are variations. To make it 
possible for older persons to build up 
worth-while retirement funds during the 
relatively few years remaining to them 
before they must cease to work, there 
is this special provision: that anyone 
over 55 years of age on January 1, 1952, 
may increase his excludable amount 
each year by 1% of earned net income, 
or $750, whichever is the lesser, multi- 
plied by the number of full years of his 
age over 55—but not over 20 years or 
beyond age 75. In the interest of flexi- 
bility there are provisions for the carry- 
over of “unused exclusions” which are 
rather too technical for our purposes 
here. 



















Payments must be made in a certain 
way, as we have noted: either into 4 
restricted retirement fund or as premi- 
ums on a restricted retirement annuity 
contract. 









A restricted retirement fund is de 
fined as a trust fund forming part of 
a bona fide retirement plan for the ex 
clusive benefit of its participating mem 
bers. Who may — or should — sponsor 
such a plan is not specified. The trustee 
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must be a bank. Investments are not 
necessarily limited to the “legals” of 
any state; the trust instrument may set 
the investment rules—to the extent per- 
mitted by local law. Income from in- 
vestments will be added to the principal 
and re-invested; the income of the 
trust will be tax-free. A separate account 
will be kept of each member’s contribu- 
tions and the earnings derived from 
their investment. The share of the con- 
tributing taxpayer in the trust fund 
cannot be withdrawn until he is age 65, 
unless he sooner dies or suffers total 
and permanent disability. 


On retirement, payment of the partici- 
pant’s accumulation of contributions, 
gains, interest and dividends and the 
re-investments thereof, may be made 
under one or more of the following 
options: 

(1) In a lump sum; 


(2) In annual, quarterly or monthly 
installments of a _ designated 
amount over a period of years; 


(3) By purchase by the trustee, in 
the name of the member, of one 
or more single premium life 
annuity contracts with or with- 
out a guaranteed minimum re- 





4 ~ aa J pacncag 
Copyright 1952 Cartoons-of-the-. 


“First — will I have to 
pay any tax on gifts?” 


Month 





turn and with or without a sur- 
vivorship option. 

If payment is made in a lump sum it 
will be treated as a long term capital 
gain (which is the same treatment as 
under Section 165(a) plans) provided 
it represents the accumulations of at 
least 5 years. Any other payments will 
be taxable as ordinary income when 
received. 


In the original version of the bill, 
payment through a trust was mandatory. 
That is, there was no provision for di- 
rect dealing between taxpayer and in- 
surance company in the purchase of 
annuity contracts. This was not a caprici- 
ous omission: deferred annuity con- 


tracts presently available have such fea- 
tures as cash surrender value and assign- 
ability which would defeat the purposes 
of the statute. Upon representations by 
the insurance companies that suitable 
contracts could be devised, an alterna- 
tive method of “funding” was provided: 
the purchase of “restricted retirement 
annuity contracts” which would be is- 
sued in conformity with Treasury regu- 
lations so that the contracts could not 
be surrendered or assigned and gener- 
ally would conform—as to time and 
manner of payment—with the require- 
ments laid down for restricted retire- 
ment funds. 


One matter of definition remains: 
what is “earned income?” It includes 
wages, salaries and professional fees, of 
course. It includes, also, income received 
from literary, musical or artistic com- 
positions or from the copyright thereof. 
It excludes compensation which repre- 
sents a distribution of corporate profits 
rather than a reasonable allowance as 
compensation for personal services actu- 
ally rendered. Troublesome problems re- 
lating to partnerships and proprietor- 
ships where both personal services and 
capital are income-producing factors are 
relegated to regulations to be prescribed 
by the Secretary of the Treasury. 


We maintain complete trust 


services for individuals and corporations. We invite your 


inquiry whenever we can be of assistance in this area. 


¢ 


CITY NATIONAL BANK 


AND TRUST COMPANY of Chicago 
208 SOUTH LA SALLE STREET 


(MEMBER FEDERAL DEPOSIT INSURANCE CORP.) 


NovEMBER 1952 

















Why It is Not Class Legislation 


Such is the general outline of the pro- 
posed law and one well may wonder 
what the shooting was all about that 
sought to kill the bill as “class legisla- 
tion.” 


It may have been a fault that com- 
mittees of the American Bar Associ- 
ation, the New York State Bar Associa- 
tion and the Association of the Bar of 
the City of New York joined in formu- 
lating the original bill. Indeed, the im- 
pression somehow got about that this 
was primarily a “lawyers’ retirement 
project.” But the roster of organizations 
whose representatives appeared or filed 
statements in support of the measure 
was impressive testimony to the uni- 
versality of its application—and its 
appeal : 


Bar Association 

Dental Association 

Farm Bureau Association 

Federation of Radio Artists 

Guild of Musical Artists 

Guild of Variety Artists 

Institute of Accountants 

Institute of Chemists 

Life Convention 

American Medical Association 

American Osteopathic Association 

Actors’ Equity Association 

Artists’ Managers Guild 

Association of the Bar of the City of 
New York 

Association of Stock Exchange Firms 

Authors League of America, Inc. 

Chicago Bar Association 

Chorus Equity Association 

Conference of Actuaries 
Practice 

District of Columbia Bar Committee 
on Legislation 

Engineers Joint Council 

Illinois Bar Association 

Investment Counsel Association of 
America 

Life Insurance Association of America 

National Society of Professional 
Engineers 

New York State Bar Association 

Pennsylvania Bar Association 

Society of Industrial Designers 

Television Authority (AFL) 


American 
American 
American 
American 
American 
American 
American 
American 
American 


in Public 


True, there are a few bar groups 
scattered throughout the list, but it must 
be admitted that they are in varied com- 
pany—doctors, brokers and writers on 
one side; chorus girls, actuaries and 
engineers on the other. And it is hardly, 
on the whole, a Who’s-Who of the ultra- 


rich. 


Reverse Discrimination 


Particularly convincing on this point 


810 





was Dr. Frank G. Dickinson, speaking 
for the American Medical Association. 
Basing his computations on recent sur- 
veys of professional incomes by the 
United States Department of Commerce, 
he stated that the monthly cash refund 
annuity under the plan, starting at age 
70, would average: for physicians, 
$208; for lawyers, $146; for dentists, 
$140. The average amount excludable 
annually would be $1,290 per physician; 
$860 per lawyer and $756 per dentist, 
” . if every physician, lawyer and 
dentist (and their wives) were actually 
willing to set aside 10% of their earned 
incomes. .. . ” Among performers in 
the television, radio and concert fields, 
it was stated by their representatives, 
more than 50% earn less than $2,000 
a year in a single entertainment medium 
—although total income might be some- 
what higher. 


Verily, few are the nabobs among 
the self-employed as compared to the 
richly rewarded executives of large cor- 
porations who are permitted to partici- 
pate in their corporations’ tax-favored 
plans—and frequently without any ceil- 
ing on the benefits payable to them! 
But the ceiling of $150,000 in tax-favor- 
ed contributions permitted by the Keogh- 
Reed bill (assuming uniform payments 
of $7,500 annually into the fund during 
the years between age 45 and 65, and 
an investment income rate of 314%) 
would permit purchase, at age 65, of a 
cash refund annuity, at prevailing rates, 
of no more than about $950 monthly. 
This would represent at most only about 
15% of the average earnings during 
those years. Compare that with the ap- 
proximately 50% of average earnings 
which the retirement benefit of many 
up-to-date corporate plans represents. 
And how many self-employed people, 
struggling to educate children and pay 
off mortgages, would be able to save 
the $150,000. maximum out of earned 
income, even with the privilege of tax 
exclusion? Not many. 


In various ways, it was pointed out 
by speakers at the hearing, if any dis- 
crimination is involved it presently ex- 
ists in favor of employees and officers 
of corporations—and in favor of corpo- 
rations themselves. For example, said 
Mr. George Roberts, Chairman of the 
Special Committee of the American Bar 
Association on Retirement Benefits: 


“ .....-. It is now practically 
universal in corporations of any size 
to have a pension plan which, in most 
cases, is a non-contributory plan and 








which gives a substantial amount of 
security against old age and disability, 
Scarcely a month goes by but some 
young lawyer talks to me about the 
advisability of his abandoning the in. 
dependent practice of law and joining 
a corporation, sometimes as a lawyer 
and sometimes as one of the corpora. 
tion’s executives. The persuasive argu. 
ment is always the security afforded 
by the corporation’s pension plan. | 
have no doubt that the same tendency 
exists in the other professions. ...., 





“IT ask you, gentlemen, to consider 
this problem, not only from the 
standpoint of fairness and equity to 
the individuals involved, but also from 
a standpoint of public policy. Is it 
for the best interests of this country 
that legislation should be so framed 
that the professions and self-employ- 
ment are not encouraged, but are dis. 
criminated against in favor of em- 
ployment with corporations — the 
bigger, the better?” 





Another kind of discrimination was 
described by Mr. Leslie M. Rapp, repre. 
senting the New York State Bar Asso. 
ciation and other. professional groups, 
and principal draftsman of the Keogh. 
Reed bill: 


“A doctor may have to spend $40,- 
000 to become a doctor, but he cannot 
even write off the cost of becoming 
a doctor. 







“If I go out and buy a peanut-vend- 
ing machine, and vend peanuts, I can 
write off the cost of the machine 
against profits pro rata over the life 
of the machine, and ultimately get my 
money back tax-free. But I cannot 
recover the cost of my education, and 
I get no deduction on account of the 
depreciation of my earning power or 
the depletion of the human body.” 














Any profession one can think of costs 
some money for training—if not $40,- 
000; and dancers and professional ath- 
letes come quickly to mind as examples 
of activities wherein physical depletion 
is not merely important—it is a fright- 
ening prospect. 













Social Security Irrelevant 






During. the hearing on May 13th 
quite a little was made of the fact that 
lawyers and some other professional 
groups had excluded themselves from 
the benefits of Social Security. As an 
argument against the Keogh-Reed bill 
it failed of aim, we feel, as if a man 
should be condemned for saying, “I 
don’t like persimmons but I like apples.” 
Certainly, no one would deny him his} 
apples. 
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Representatives of the bar who spoke 
at the hearing conceded that personally 
they would like to have the benefits of 
Social Security but patiently explained 
that they were not endorsing the Keogh- 
Reed bill as a substitute for Social Se- 
curity—indeed it would be a supplement 
to Social Security for millions of self- 
employeds, not now excluded from So- 
cial Security, who would be entitled as 
“qualified individuals” to accumulate 
their own supplementary pension re- 
serves. Proponents of the bill strove to 
make this fact understood: that the 
essential purpose of the bill is to bring 
to the self-employed no greater benefit— 
if as much—than is available to wage 
and salary earners under the Revenue 
Act of 1942 upon which the present 
structure of corporate pension and pro- 
fit-sharing plans is founded. Dr. Dick- 
inson put it in the plainest possible 
words: 


“Now the Social Security Act is 
the first part of the triad in devel- 
oping the new social theory about 
pensions; namely, that the govern- 
ment ought to do something to help 
people provide for their old age. 

“The second part of that triad is 
the Revenue Act of 1942, Section 165, 
that has been referred to so often. 


“The third part of it is the Keogh- 
Reed bill. Without the Keogh-Reed 
bill your triad of new social attitude 
toward pensions and retirement allow- 
ances is just like a tripod supporting 
a camera with one leg broken. 

“The self-employed grow old and 
suffer the vicissitudes of old age just 
as much as the people who have been 
employed [by others] during their 
working lives. Nature does not per- 
mit them to escape just because they 


are self-employed and excluded under 
the Act of 1942.” 


What is to be Done? 


Mr. Rapp prefaced his statement by 
observing that, “Some 17 years ago in 
this room we saw the birth of the Fed- 
eral Social Security Act. I would venture 
the hope that today we might witness 
at least the labor pains of another act 
of equal social significance.” 


The words were well chosen. There 
1s much labor still to be done and great 


pains laboriously to be taken, if not 
suffered. 


First, a truly vast amount of educa- 
tion must be done on the subject. Con- 
sider that but a day was given to the 
hearing, which involved some other 
similar bills; and many of the speakers 
were hurried along. The public study 
given was scarcely commensurate with 
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the importance of the subject. Much 
study in private- has been made, notably 
by the American Medical Association. 
There should be wide dissemination of 
the arguments for the measure through 
newspapers, magazines and other ve- 
hicles of. information and discussion— 
as well as of any arguments against the 
measure or directed toward its improve- 
ment. 


Second, there is a great deal to be 
done along legislative lines. Some further 
refining of the provisions of the Keogh- 
Reed bill is inevitable and changes in 
state laws will also be necessary. For 
example, the provision in the bill limit- 
ing a contributor’s ability to withdraw 
his interest in the fund poses problems 
relating to the rights of creditors. 
Again, present state laws which grant 
immunity from statutes against perpe- 
tuities and accumulations to pension 
and profit-sharing trusts apply only to 
trusts established by employers, not by 
employees. Committees of the American 
Bar Association and State Bar Associa- 
tions are ready with the texts of simple 
revisions which will extend the necessary 
immunities to plans established under 
the Keogh-Reed or similar Acts. 


Third, there is much planning of a 








@ Henry E. Huntington Library — San Marino 


Ir you have customers moving to 
Central or Southern California, we 
shall be pleased to provide them 
with complete Trust service. 


TRUST DEPARTMENT 


practical nature to be done. The Keogh- 
Reed measure is but the framework of 
a plan. Trust companies and life insur- 
ance companies must formulate plans 
and policies. In its earlier version, the 
Keogh-Reed bill required that plans be 
sponsored by professional or trade as- 
sociations, farmers’ guilds and similar 
groups, with participation limited in 
each case to their own membership. 
While this requirement has_ been 
dropped—at the instance of some of 
the associations themselves, who did 
not want their disciplinary processes 
complicated by consideration of loss of 
pension rights—it is probable that the 
principal associations will formulate 
plans tailored to the needs of their 
members; and, as a matter of organ- 
izational pride, membership in the asso- 
ciation, guild, council, society or league 
plan will be sought and encouraged. 

It is not too soon for organizations 
such as these to set up committees, if 
they have not already done so, for the 
study and perfection of plans and to 
make tentative arrangements for their 
funding, be it with insurance companies 
or bank trustees. Much valuable time 
thereby will be gained should action 
on the bills be favorable in the next 
session of Congress. 
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ECONOMICS OF CAPITAL 


Ad of the Month 


EADERS OF BUSINESS, industry and 

finance are hard at work on the 
long-neglected job of educating the 
American people in the basic economics 
of the Freedoms of personal and business 
life. The objectives range from exposi- 
tion of economic and political principles 
in general to specific measures which 
are thought to be harmful to the nation. 


The pupils in this vast school are of 
three classes — employees, stockholders 
and consumers or the reading public. 
The teaching media are legion. Among 
employees discussion groups enable the 
men and women to apply principles to 
their own situations, and to fix basic 
truths in their own vocabulary. Where 
the program has been carefully planned 
and discussion leaders free from em- 


ployee suspicion, the employees have 
been enthusiastic participants. Literally 
hundreds of thousands have enjoyed this 
type of informal but effective teaching. 
Company magazines, bulletin boards, 
moving pictures and booklets are also 
in the tool-kit of the in-plant educator. 


Stockholders see some of these same 
movies and printed materials, but miss 
the value of the continuing discussion 
group. Annual reports, more and more, 
are serving to bring real enlightenment 
regarding economic principles and the 
effects of taxation, as well as to inform 
the reader regarding a particular com- 
pany. Notable anniversaries may become 
the occasion for publication of a com- 
plete book, as recently with E. I. duPont 
and U. S. Steel. 











merican 


A long time ago, before this country became known as 
the United States of America, a man died for freedom. You 
see, he so valued the right to worship as he pleased, to speak 
as he thought, to vote as his conscience dictated—that he 
died, rather than relinquish it. 

No stone marks the spot where he fell—and his name, 
whatever it ‘was, has been lost to history—shrouded in the 
mist of passing time. He was, simply, the first American. 
As the years marched by, others followed in the steps of 
the first American. Sleepy towns and gentle meadows be- 
came known to fame—were christened with the blood of 
those who believed with him that the right to have a free 
voice in their government . . . to determine their own des- 
tiny . . . was more precious by far than mere living. 

But as freedom seemed secured, there were those who 
hegan to hold it cheaply. Though free men, they would not 
exercise their freedom. Given the right to speak, they kept 
silent. And their votes were never counted—for they cast 
none. 

It was then that the first American, and all those who 

had followed after him, stirred in their graves. For they 
knew that among those whose voice was never heard— 
whose vote was never counted—somebody might be chosen 
the last American. 
The right to vote—freely and intelligently—is a precious 
thing in the world today. Free men . . . and their free tra- 
ditions . . . are being attacked more fiercely than ever be- 
fore. We know that there are many who once enjoyed free- 
dom, who may never live to see it again. 

But freedom is more than the right to cast a simple “yea” 
or “nay” at the polls. It is an obligation to cast your vote 
with all the intelligence and reason with which you are 
capable. How you will vote . . . which candidate you will 
support . . . is for you to decide. 

Remember, however, that the obligation to vote involves 
an obligation to think as well. 

There has never been a time in America’s history when 
intelligent citizenship has been more vital to the nation’s 
welfare. 

Now is the time to study the issues on which your choice 
will be based November 4th. And now also is the time to 
start thinking—that you may choose intelligently then. 

Twelve years ago, “The Last American” ; 
was first published in “The Orange Disc,” 
magazine of the Gulf Companies, GULE 
Gulf repeats it here because the message 
seems as timely now as it was then. 


Ad republished in October 27, 1952, issue of Lire. 






The largest class in the nationwide 
“school” is the consumer or general pub. 
lic. Some companies carry on a contin. 
uing series of ads — for example, Union 
Oil Co. of California and Warner & 
Swasey — to emphasize basic principles 
of economics, while others, includin 
Republic Steel and Norfolk & Western 
RR., have developed the idea of Amer. 
ican privileges and freedoms. Harris 
Trust & Savings Bank, Chicago, created 
a series on the human value of money, 
The dangers of over-taxation are fre. 
quently described as are examples of the 
results of communism and its way-sta. 
tion, socialism. With some corporations 
there is no attempt to sell the company 
or its product except through the fact of 
its public service. Others relate their 
public service “educational” job to their 
own services or products. Among the 
latter are two striking illustrations — 
the Bohn Aluminum & Brass ad which 
warns against “a dose of Socialism” or 
“a little Poison” and shows a dead hand 
still holding the empty cup (a metal 
chalice of medieval type); and _ the 
Dietzgen ad entitled “Who Built the 
United States,” which ties together the 
fortunes of our marine engineers and 
draftsmen with the future of the nation 
as a whole. 


Through all of this privately spon- 
sored public education runs by implica- 
tion, if not by direct explanation, the 
role of capital in a free country. The 
individual’s freedom to save and to in- 
vest in business enterprises is equally 
important to beneficiaries, to workmen 
and to the nation. TRuUsSTs AND Estates 
intends to select and publish, each 
month, one or more of the outstanding 
advertisements appearing in the field of 
Enterprise economics and advantages, 
which constitute the bases of our entire 
political and social economy. 


A A A 


New Films Teach Economics 


In Columbia Gas System’s half hour 
sound film, “The Legend of Dan and 
Gus,” Dan creates Dan’s Doorknob Co. 
and his brother founds Gus’ Gas Co. 
Their experiences illustrate the differ- 
ences between non-regulated and regu- 
lated corporations. As a public service 
program, the film depicts the difficulties 
of utilities operating under government 
controls, but puts no emphasis on Colum- 
bia. 

The accumulation and use of personal 
savings in terms of freedom and security 
are explained in a technicolor film, “From 
Every Mountainside,” sponsored by the 
New York Life Insurance Co. 
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THE 


NEw YORK TRUST 
COMPANY 


100 BROADWAY 


10 ROCKEFELLER PLAZA + MADISON AVENUE AT 40TH STREET 
MADISON AVENUE AT 52ND STREET « SEVENTH AVENUE AT 39TH STREET 


60 Years of Trust Service 


DIRECTORS 


HULBERT S. ALDRICH 
President 


MALCOLM P. ALDRICH 
New York 


GRAHAM H. ANTHONY 
Chairman of the Board 
Colt’s Manufacturing Company 


ARTHUR A. BALLANTINE 
Root, Ballantine, Harlan, 
Bushby & Palmer 


JOHN E. BIERWIRTH 
President, National Distillers 
Products Corporation 


STEPHEN C. CLARK 
The Clark Estates, Inc. 


WILLIAM F. CUTLER 
Vice President 
American Brake Shoe Company 


RALPH S. DAMON 
President 
Trans World Airlines, Inc. 


FRANCIS B. DAVIS, Jr. 
New York 


WILLIAM HALE HARKNESS 
New York 


HORACE HAVEMEYER, Jr. 
President 


The National Sugar Refining Co. 


B. BREWSTER JENNINGS 
President 
Socony-Vacuum Oil Co., Inc. 


J. SPENCER LOVE 
Chairman of the Board 
Burlington Mills Corporation 


ADRIAN M. MASSIE 
Chairman of the Board 


CHARLES J. NOURSE 
Winthrop, Stimson, Putnam 
& Roberts 


RICHARD K. PAYNTER, Jr. 
Financial Vice President 
New York Life 


Insurance Company 


SETON PORTER 
Chairman of the Board, National 
Distillers Products Corporation 


ROBERT C. REAM 
Chairman of the Board 
American Re-Insurance Co. 


MORRIS SAYRE 
Vice Chairman of the Board 
Corn Products Refining Co. 


CHARLES J. STEWART 
New York 


WALTER N. STILLMAN 
Stillman, Maynard & Co. 


VANDERBILT WEBB 
Patterson, Belknap & Webb 





FPRA ELECTS HALL AT 37th MEETING 


ELEGATES FROM ALL PARTS of the 

United States gathered in Coronado, 
Calif., October 19-23 for the Financial 
Public Relations Association’s 37th an- 
nual convention. Many of the delegates 
seized this opportunity for a further trip 
to Hawaii. 550 of them were guests at 
the U. S. Naval Air 
Station at San 
Diego. F.P.R.A. of- 
ficers even partici- 
pated in a helicop- 
ter flight between 
the carriers Valley 
Forge and Philip- 
pine Sea. 


CARROLL P. JONES 


Departmental Chairman Association ofh- 


cers elected for the 
ensuing year are: president, William 
B. Hall, vice president, The Detroit 
Bank; first vice president, Lee L. Mat- 
thews, president, American Trust Co., 
South Bend, Ind.; second vice president, 
Rod Maclean, assistant vice president, 
Union Bank & Trust Co., Los Angeles; 
third vice president, Carl A. Bimson, 
executive vice president, Valley National 
Bank, Phoenix, Ariz.; treasurer, Harold 
W. Lewis, vice president, First National 
Bank, Chicago. The former treasurer, 
William O. Heath, vice president, Harris 
Trust & Savings Bank, Chicago, had de- 


clined reelection. 


The range of Clinic subjects included 
all forms of advertising from direct mail 
to television, personnel and customer 
relations, marketing research and youth 
education. Departmentals covered staff 
relations, savings and mortgages, com- 
mercial department, instalment credit, 
and trust development. 


There were four sessions of the Trust 
Development Departmental, of which 
Carroll Payne Jones, trust officer of 
Trust Company of Georgia in Atlanta, 
was chairman. The program, prepared 
by various sectional committees, was un- 
der the general chairmanship of Thomas 
H. Kiley, vice president and trust off- 
cer, Ohio Citizens Trust Co., Toledo, 
who was elected Departmental Chairman 
for the coming year. 


Trust Development Sessions 


Estate Planning as a Sales Tool was 
the topic of Monday’s trust departmental, 
with Miles Flint, trust officer, Citizens 
National Trust & Savings Bank, Los An- 
geles, as moderator. He advised the 
group to handle with complete candor 
the *areas of friction among members 
of the estate planning team, and to seek 
methods of serving customers better 
through intelligent timing of the ser- 
vices of each member. Bringing the 
client’s attorney into the discussion at 


Photo by Tommy Lark, courtesy American Banker 


New Orricers OF FINANCIAL Pusiic RELATIONS ASSOCIATION 


(1. to r.): president—William B. Hall, vice president, The Detroit Bank; first vice presi- 

dent—Lee Matthews, president, American Trust Co., South Bend; second vice president— 

Rod Maclean, assistant vice president, Union Bank & Trust Co., Los Angeles; third vice 

president—Carl A. Bimson, executive vice president, Valley National Bank, Phoenix, 

Ariz. With them is retiring F.P.R.A. president S. H. Chelsted, vice president, Peoples First 
National Bank & Trust Co., Pittsburgh. 
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the first meeting promotes good rela. 
tions, William R. Spinney, assistant trust 
officer, Title Insurance and Trust Co, 
Los Angeles, told the delegates. He ex. 
plained how this could be done under 
various typical conditions, and expressed 
the opinion that if life underwriters and 
accountants would also follow this prac. 
tice, and let the attorneys know it, many 
“failures of cooperation” would vanish, 
Estate planning requires a strict code of 
ethics in putting the customer’s desires 
and needs in first place, Harold A, 
Hardin, assistant trust officer, Security. 
First National Bank of Los Angeles, 
stated. The major problem in estate plan- 
ning is to assist the customer to reach 
his objective, Mr. Hardin said, and tax 
economies, while important, should not 
be permitted to defeat the customer’s 
real purposes. 


Developing more trust _ business 
through attorneys was discussed Tues- 
day morning under the leadership of J. 
K. Sinclaire, president, Kennedy Sin- 
claire, Inc., New York. It was his opin- 
ion, based on a survey, that trustman- 
attorney relations were getting better, 
and precisely because the banks had 
made continued efforts to obtain under- 
standing and cooperation. In cities where 
no real program existed, he said, no im- 
provement in the relations between the 
two groups was observable. While he 
cautioned that many lawyers look upon 
banks and trust companies as com- 
petitors and that much spade work has 
yet to be done, Mr. Sinclaire reported 
that more business is being referred by 
attorneys, and cited one instance where 
an ambitious program had resulted in 
attorneys accounting for 40% of the 
volume of business and 43% of the in- 
come. Some of the favorable approaches 
mentioned by the speaker were: 


Lay out estate plans that leave no sub- 
stantial opportunity for adverse 
criticism. 


Leave questions of draftsmanship to 
the lawyer. 


Invite attorneys to life insurance and 
trust forums. 


Obtain client’s permission to talk with 
attorney without the client being 
present, so that when he is present 
differences of opinion will already 
have been ironed out. 


Assure the attorney that he will be 
“attorney of record.” 
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New business advantages of Common 
Trust Funds were reviewed from three 
aspects in Tuesday afternoon’s session 
by Nelson Friedman, assistant vice pres- 
ident, Cleveland Trust Co., Maurice 
James, vice president, First National 
Trust and Savings Bank, San Diego, 
and Henry P. Sommer, Jr., vice presi- 
dent, Merrill Anderson Co., New York. 


The final trust departmental on Wed- 
nesday took up the subject of Philan- 
thropy as a New Banking and Trust 
Field, under the leadership of Craig R. 
Smith, assistant vice president, The 
Hanover Bank, New York. 


The papers at the common trust fund 
session are printed herein (see pp. 857- 
62). Transcripts of the other sessions 
will be published when available. 


The FPRA will hold its 38th annual 
convention at the Sheraton-Cadillac Ho- 
tel, Detroit, October 11-15, 1953. It 
will be the first time the annual meeting 
has been held in the president’s home 
city since 1941. 


A A A 


New Frontiers in Trust Service* 


Many new uses for trust services are 
emerging which bring immediate fee 
new business. Among these are: 

1. Administering labor group and 
business funds. A vacation pay plan 
for building trades workers who serve 
more than one employer grew to a 
$600,000 account and brought addition- 
al business through the contacts. Union 
health and welfare funds have gone well 
over a million from modest beginnings. 
Handling turnpike revenue bonds in- 
volved servicing a $326 million invest- 
ment. 

2. Administering Church and Chari- 
table funds. A Tennessee and an Illinois 
church fund each went over $2,000,000. 
Corporations are increasingly turning 
to trustees and foundations to handle 
their charitable and educational gifts 
under the permited 5% deduction from 
income tax. 


3. Special Services to Business. One 
bank managed a pool for industry- 
wide advertising of a highly competi- 
tive business. Each firm contributed 
according to its sales, but only the bank 
knew the individual amounts. Another 
bank acted as clearing house for pay- 


ment of freight bills where shipments. 


are handled by several carriers. Some 
have created departments for managing 
small businesses. Others provide skilled 





*Summarized from an article by Albert Journ- 
eay, vice president, The Purse Co., published in 
Burroughs Clearing House, Aug. 1952. 
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estate counsel for the officers and em- 
ployees of an entire corporation. 

4. A cumulative investment agency 
program. The author thinks this is the 
most undeveloped of trust activities, 
most agency accounts starting with a 
large sum and remaining static. He 
cites an instance where a physician be- 
gan with a small amount of principal 
and through regular addition built it up 
to more than a million dollars. 


5. A New Pension Field. If the Reed 
and Keogh bills are passed by Congress 
there will be a completely new field in 
pension funds for self employed ele- 
ments (see page 808, this issue). 


Alexander Represents Purse 


L. Morley Alex- 
ander, vice presi- 
dent of The Purse 
Company, Chatta- 
nooga, Tenn., has 
been placed in 
charge of the com- 
pany’s Birming- 
ham, Ala., office, 
and will represent 
them nationally in 
advertising accounts. Prior to his asso- 
ciation with The Purse Company, Mr. 
Alexander, an alumnus of LSU, was 
Sales Manager of Delta Air Lines in 
Chattanooga and Birmingham. 


L. M. ALEXANDER 
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NEW YORK TRUST DIVISION 


HEARS SUGGESTIONS FOR LAW REFORM, NEW BUSINESS 
AND 


TRONG ADMONITIONS TO EXTEND the 
. use of trust services to a wider pub- 
lic and to promote more effectively 
sound public relations on the part of 
the banking profession were voiced from 
both within and without the industry at 
the New York State Bankers Association 
Sixth Annual Trust Division Conference 
held on October 17th at Syracuse. The 
approximately 200 trustmen in attend- 
ance from all parts of the State also 
heard, in addition to reports of the com- 
mittee chairmen, discussions of invest- 
ment and stock dividend problems under 
the leadership of Chairman James M. 
Trenary, vice president of United States 
Trust Co., New York City. At the close 
of the session, the following officers for 
the coming year were elected: 





WILLIAM T. HAYNES ROBERT A. JONES 


Chairman—William T. Haynes, vice 
president, The Marine Trust Co. of 
Western New York, Buffalo — 

Vice Chairman—Robert A. Jones, vice 
president, Guaranty Trust Co. of 
New York 

Members of Executive Committee (to 

serve for 3 years) 

Charles M. Bliss, vice president, 
The Bank of New York 

Herbert A. Jones, vice president, 
National Commercial Bank & 


Trust Co. Albany 


Charles E. Treman, Jr., vice presi- 
dent, Tompkins County Trust 
Co., Ithaca 

To fill vacancies on the Executive 
Committee, Wilmot R. Craig, vice presi- 
dent and trust officer, Lincoln Rochester 
Trust Company, and Ernest R. Keiter, 
vice president, The Chase National Bank 
of the City of New York, were appointed 

to the Committee for one year. 


“Sell Trust Services” 


Ernest H. Waison, president of the 
Association and of First Westchester Na- 


816 


INVESTMENT FACILITIES 


tional Bank of New Rochelle, congratu- 
lated the trustmen on the calibre of ser- 
vice rendered but pointed out that to- 
day’s high living expenses and taxes act 
as barriers to the creation of substantial 
estates. Trust services must therefore, 
he urged, be merchandised to the masses, 
as commercial services have been by 
special checking accounts and consumer 
loans. He suggested the development of 
packaged investment and closer cultiva- 
tion of life underwriters who are often 
in touch with creators of sizable estates 
through insurance policies. In some 
states, he added, farm operations under 
living trusts have proven profitable but 
the important thing is to merchan- 
dise trust department services aggres- 
sively to make them widely known. 


Common Trust Fund Growth 


Hollis B. Pease, committee chairman 
and assistant vice president, The Han- 
over Bank, New York City, reported a 
total investment in this medium as of 
July 31 last, of $243.3 million against 
$171.5 million one year ago, with 13 dis- 
cretionary funds making up $158 mil- 
lion and 16 legal funds $85.5 million. 
While much of this increase is due to 
the lifting of the ceiling to $100,000 for 
individual account participation, it is 
evident that common trust funds are ful- 
filling their purpose, said Mr. Pease. As 
of the reporting date, legal funds com- 
prised 3,460 trusts averaging $24,730 
and the discretionary funds 4,609 aver- 
aging $34,237. 


Business Development 


Preliminary studies by the Trust Busi- 
ness Development and Research Com- 
mittee looking toward possible recom- 
mendation of enabling legislation for 
establishment of a new-type investment 
fund were described by Charles W. Buek, 
assistant vice president, United States 
Trust Co., New York City. This project, 
still in embryonic form, contemplates 
formation of an open-end investment 
fund in which small trust companies 
lacking complete investment facilities or 
with insufficient volume to operate their 
own common funds, could participate 
at nominal cost. As this would be a non- 
profit service unit, prominent trust in- 
vestment men would serve without re- 


muneration on a rotating basis on the 
management committee. The reaction of 
the trust institutions without investment 
departments thus far approached has 
been 88% favorable, noted Mr. Buek, 
Investigation reveals a field for such 
service, with around 71% of banks with 
small trust departments or with an un. 
profitable volume of trust business using 
investment facilities of correspondents, 
While details remain to be worked out, 
Mr. Buek reported progress toward the 
goals indicated in Mr. Watson’s re. 
marks and the committee plans further 
work among these lines. 





Fees 


Possible higher fees for trust services 
continue under consideration by the 
Committee on Costs and Compensation, 
under Chairman Barclay, who reported 
that the reaction of the New York State 
Banking Department was being awaited 
in this connection. Donald Aiken, 
Deputy Superintendent of Banking, 
spoke optimistically concerning the pos- 
sibility of completing their investiga- 
tion of the subject in time to frame 
recommendations for submission to the 
1953 legislature. 


Broader Investment Latitude 


As chairman of the committee which 
steered the revised trustee investment 
legislation in New York State, Bascom 
H. Torrance, vice president and senior 
investment officer of the City Bank 
Farmers Trust Co., New York City, re- 
viewed in considerable detail the effects 
of the law thus far upon trustee invest- 
ment practices, as well as certain pro- 
visions of the law which deserve simpli- 
fication or clarification to avoid conflict. 
His opinion of the performance of trus- 
tees under their enlarged powers is fav- 
orable and “they have not dived head- 
long into stocks” but “are using the 
new law with considerable restraint.” He 
likewise expressed the hope that further 
liberalization of the law would place 
New York on a parity with the 24 states 
where the unrestricted Prudent Man Law 
is now in force. Mr. Torrance’s address 
is reported elsewhere in this issue. 


Stock Dividend Allocations 
The difficulties of applying the so- 
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called Osborne Rule, relating to appor- 
tionment of stock dividends between 
principal and income, were expertly por- 
trayed by Dermod Ives of the New York 
City Bar. Legislative simplification is 
imperative because of the increasing fre- 
quency with which trustees must resort 
to legal opinion on a particular distribu- 
tion, according to Mr. Ives, who is 
chairman of the Surrogate’s Court Com- 
mittee of the New York State Bar Asso- 
ciation and a member of the firm of 
Davies. Hardy, Schenck and Soons. In 
his opinion, such legislation could be 
made to apply to existing instruments. 
The text of Mr. Ives’ paper is substan- 
tially reproduced in this issue. 


Bank Public Relations 


In the afternoon session, George A. 
Mooney, banking editor of The New 
York Times, stressed the need for effec- 
tive public relations. This goes beyond 
advertising or employee benefit plans, 
said Mr. Mooney, and contemplates a 
sense of news values and an identification 
of the bank with the public’s everyday 
life and well-being. The financial news- 
man is eager to cooperate in presenting 
real news and his problem is more often 
to break down the barriers of banking 
aloofness than to refuse free publicity. 





Here is 
personalized 
service to fit your 
correspondent 
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A sound public relations policy should 
be a “must” iri every bank, and not 
alone for prosperous and progressive 
banks, if the banking industry is to sur- 
vive as a private institution, concluded 


Mr. Mooney. 


The final address of the meeting, 
pointing out the importance of goodwill 
in conducting all business operations, 
was delivered by Dethloffs Klein, Buf- 
falo attorney and former president of 
the Erie County Bar Association, who 
drew from nearly fifty years of varied 
experience in the law to illustrate his 


points. 
A A A 


C.L.U.s Add Walsh to Staff 


24 The American 
i Society of Char- 
tered Life Under- 
'writers has ap- 
pointed Eugene P. 
Walsh to its per- 
manent staff. Mr. 
Walsh, who was 
formerly with the 
publishing house of 
Prentice-Hall, Inc., 
and the advertising firm of Edw. B. 
Wilson, Inc., in New York City, has 
written extensively on estate planning 
and taxes. His initial function will be 
editing Query. 





E. P. WALSH 


* 


New York A. I. B. Trust 
Group Discusses 
Tax Impact 


The first of the year’s Personal Trust 
Round Table discussions in New York 
City was held at the A.I.B. rooms on 
October 23d with an unusually large 
attendance. Moderator Herdic W. King. 
personal trust officer, Chase National 
Bank, made good use of a panel of 
specialists to discuss “The Impact of 
Taxes on Trust Business.” Questions 
sent in beforehand were directed to par- 
ticular panel members: John Horn, as- 
sistant trust officer, J. P. Morgan & Co. 
(administration) ; John Sullivan, assist- 
ant vice president, Marine Midland 
Trust Co. (investments); Lewis Smith. 
tax department, Irving Trust Co. 
(taxes); and Henry F. Heil, assistant 
secretary, United States Trust Co. (new 
business) . 


The general discussion was not held 
until the end of the meeting, but fol- 
lowed each question and answer im- 
mediately. The panel had not previously 
agreed to answers, and frequent differ- 
ences of point of view among its mem- 
bers, as well as questions and comments 
from the floor, provided an evening of 
keen interest for all. 





The close, personal relationships 


which The Northern Trust main- 


tains with its correspondents as- 


sures quick, thorough attention 
to your requests. Combined with 
complete servicein Banking, Bond, 
and Trust matters, such under- 


standing assures you complete 


* 


your requirements. Plan to visit 


satisfaction in the handling of all 


The Northern Trust Company for 
a talk about your needs. 


THE NORTHERN 
TRUST COMPANY 


NORTHWEST CORNER LA SALLE AND MONROE STREETS 
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Prepare to Retire 


OPPORTUNITIES FOR FINANCIALLY TRAINED EXECUTIVES 


REX REEDER 


Executive Vice President, Marine National Exchange Bank, Milwaukee, Wisconsin 


Mi STUDY HAS BEEN DEVOTED to 
the technical problems involved in 
setting up and administering retirement 
plans. These problems are highly impor- 
tant but no more so than some of the 
non-technical aspects which deserve the 
thoughtful consideration of those con- 
cerned with business management. My 
comments are based partly on observa- 
tion and partly on a close study of my 
own reactions, with eight more years 
to serve before my own retirement. 


The major problem in executive re- 
tirement is the mental and emotional 
adjustment required if the retirement is 
to be a successful one. The change from 
an active business or professional career 
to a life of retirement is the greatest 
psychological change in a man’s life 
since the one he encountered when he 
left school and went to work. In the 
later case, however, he was young and 
presumably much more capable of mak- 
ing difficult psychological adjustments 
than is the case when he is of an age to 
retire. The pursuit of a career in these 
times is an all-absorbing matter and 
while a man is active he will devote 
most of his working thoughts and ener- 
gies to his career. I am sure that our 
forebears worked longer stated hours 
than we do but I am also sure they 
did not work at the pace followed by 
most executives of today. Trying to 
keep up with rapid technological 
changes, operating under ever more 
complex governmental regulations, deal- 
ing with labor unions, and struggling 
to minimize the impact of taxes may 
not be entirely new probelms in busi- 
ness management but they are surely 
more universal and more serious than 
was the case forty or fifty years ago. 


Letting go of the Ropes 


There are many reasons why the psy- 
chological readjustment at retirement is 
more difficult for the executive or pro- 
fessional man than is the case with the 
average employee, in office and shop, 


Based on address before Milwaukee Life Insur- 
ance & Trust Council, with special addenda. 
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not be entirely new problems in busi- 
some of them: 


1. The executive has been in a posi- 
tion of command and is accustomed to 
great assistance from subordinates on 
the mechanics of all problems. 


2. He is accustomed to live with large 
responsibilities for the lives and activi- 
ties of others and to be continuously 
presented with problems that tax his 
mental powers to a high degree. Ade- 
quate solutions for these problems re- 
quire original and constructive thinking. 


3. The executive’s time is so fully 
occupied with his work both in and out 
of his office that his opportunities to 
develop outside interests are limited and 
often relate directly or indirectly to his 
business. 


4. Having identified himself closely 
with the.fortunes of the enterprise for 
which he works, he is likely to fall into 
the error of cosidering himself indispen- 
sable to the business. 


5. The executive enjoys a scale of 
living in most cases higher than that 
which financial considerations will re- 
quire him to adopt when he retires. 


Two Programs to Develop 


It is exceedingly important for an 
executive to make an adequate adjust- 
ment to retirement not only for his own 
sake but for that of his company, his 
community and his country, lest his 
company suffer before and after his 
retirement, and his community and na- 
tion lose much of the value he can con- 
tribute after retirement. 


It is my conviction that the adjustment 
should start several years before retire- 
ment age. He has to formulate and 
carry out two programs: One relating 
to his job and the other to his activities 
after retirement. 


He soon realizes that the major part 
of his job during the last year is the 
selection and training of people to take 
over his duties. This task requires much 
thought and planning, and he has to be 
especially careful not to select and train 


people in such a way that their thinking 
and actions will be a replica of his own, 
He will soon begin to project himself 
into their accomplishments, rejoicing in 
their successes and sympathizing with 
their failures. The increasing thrill at 
the way “his boys” are taking hold will 
help greatly to protect the executive 
against the feeling of being less needed 
and wanted. As an example of enlighten- 
ed selfishness his success in training his 
successors should be the “crowning 
glory” of his career. 


The management of any enterprise 
can be of enormous help and should 
impress on the retiring executive that 
success in his own career has not been 
achieved until this job has been well 
done. Management makes a great mis- 
take, however, if it compliments the sub- 
ordinates for their good work and fails 
to commend the executive who has made 
the selection and is doing the training. 


Catching Up With Culture 


Specialization has reached such a 
point that intense concentration on one’s 
job is mandatory if a person is to suc- 
ceed, and the individual’s general in- 
tellectual life is likely to suffer. He just 
doesn’t have time to read the books, 
attend the lectures and meet the peo- 
ple who. can keep his intellectual outlook 
expanding. He should seriously seek to 
introduce new intellectual interests. 


If the individual makes a constant 
effort to enter into a field that appeals 
strongly to his mind and emotions, he 
will find his outlook greatly stimula- 
ted and broadened. It makes no differ- 
ence whether it be in the field of the 
natural or social sciences or the arts. 


I do not minimize the importance of 
personal hobbies, but fishing, hunting, 
wood or metal work and golf will not 
satisfy a retired executive very long. To 
be happy, he must continue a large meas 
ure of intellectual activity and begin the 
exploration of this field long before he 
retires. 
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Good Citizenship 


The success of any man is to a large 
extent the result of contributions made 
to him by his community and his coun- 
try, but it is difficult for him to dis- 
charge these obligations in an adequate 
manner before retirement. Therefore he 
should plan to continue and increase his 
services to community and country. Re- 
tired bank executives—whether trust or 
commercial officers, have much to offer 
to their communities. They have a 
broad knowledge of investments, of the 
financial management of personal and 
business affairs, and they are skilled 
in dealing with people. Thus, they are 
particularly fitted to serve on local, 
state, and national governmental boards 
and commissions which are handling 
public funds. Such retired bank execu- 
tives are equally well fitted to serve on 
boards of private organizations’ such as 
those in welfare and educational fields. 


Retired trust officers are in a unique 
position to give valuable counsel and 
consulting help to trust departments of 
banks, particularly the smaller institu- 
tions. They would have to offer such 
services only with the consent of the 
institution from which they retired, but 
these larger banks like to help their 
correspondents whenever practicable. 


A list of opportunities for public ser- 
vice might include the following: 


I. Governmental 
A. City - County 
(1). Member of Committees or Com- 
missions appointed by the Mayor 
or County Board, such as: 
Budget Committees 
Fire and Police Commission, etc. 
(2). City Planning projects 
Memorials 
Expressways 
Parks, etc. with particular re- 
ference to the financial details. 
(3). Firemen’s and Policemen’s Pen- 
sion Funds 
(4). Other Municipal Funds 
B. State - Federal 
(1). Member 
Funds 
(2). Member of Commissions or 
Boards appointed by the Gover- 
nor. 
(3). Labor Conciliation Boards, etc. 
(4). Federal Reserve Bank Board or 
Other Agencies for which the in- 
dividual is fitted. 


II. Charitable, Educational and Other 


A. Colleges 
(1). Endowment Funds 
(2). Trustees 
(3). Business Management Staff, such 
as Treasurer, etc. 
(4). Lecturer or Panel Participant 


of Teachers’ Pension 


B. Community Chest or Member Agencies 
(1). Member of Board or Committees 
(2). Treasurer 


During the latter years of his active 
life, he should be moving more and 
more into these activities in order to 
prepare for the time when he can devote 
more energy and effort to them than he 
will ever be able to do while he is hold- 
ing down his executive job. 

Standards of living after retirement 
must usually be considerably reduced 
and if the individual does not prepare 
for this simpler life, the adjustment will 
be a difficult one. Children should be 
through the proces of formal education 
and be launched on their own. The ex- 
ecutive should eliminate gradually many 
of the more expensive aspects of living 
which go along with the holding down 
of a major executive job—fewer clubs, 
less expensive entertaining, less expen- 
sive vacations, etc. There are great satis- 
factions and great honors to be gained 
and man’s work to be done by those 
who have the heart and the forethought. 


A A A 
Newspaper Pension Plans 


Studied 


An analysis of “Employee Benefit 
Plans in Use by Daily Newspapers” is 
contained in a graduate research study 
recently completed by Louis Eiffert at 
the Medill School of Journalism of 


Northwestern University. 
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ARTHUR MANELLA 


TRANSFERS OF INSURANCE FOR CONSIDERATION 


Member of the California State Bar, Los Angeles 


HERE A LIFE INSURANCE POLICY has 

been transferred for a valuable 
consideration, Section 22(b) (2) (A) of 
the I.R.C. provides that the proceeds 
payable upon the death of the insured 
constitute taxable income to the extent 
that they exceed the consideration and 
subsequent premiums paid by the trans- 
feree. This rule can apply even though 
the policy may have no cash surrender 
value at the time of the transfer and 
only a nominal consideration is paid. 
Waters, Inc., v. Comm., 160 F. 2d 596 
(C.C.A. 9th, 1947), cert. den. 332 U. S. 
767; see also, Spokane Dry Goods Co. 
v. Comm., B.T.A. Memo, Dkt. 110023, 
I.T.C.M. 921 (1943); Lambeth v. 
Comm., 38 B.T.A. 351 (1938), Acq. 
1938-2, C.B. 19.' 


The question of whether a policy has 
been transferred for a valuable consid- 
eration is not determined merely by the 
form of the transfer. For example, the 
fact that the instrument of transfer does 
not indicate the payment of considera- 
tion by the transferee is immaterial if, 
in fact, valuable consideration was given. 
Conversely, the mere fact that there is 
a recital of consideration in the instru- 
ment of transfer is also not determina- 
tive. Parol evidence may be introduced 
in a tax proceeding to show that no con- 
sideration was in fact paid. Haverty 
Realty and Investment Co. v. Comm., 3 


T.C. 161 (1944). 


Though there may be no direct pay- 
ment of consideration by a transferee 
of a policy, an indirect payment of such 
consideration may in fact be present. 
For example, valuable consideration may 
be found to exist by virtue of the trans- 
feree cancelling an obligation of the 
transferor. New Jersey Machine Corp. 


v. Comm., B.T.A. Memo, Dkt. 104678. 


'The impact of Section 22(b)(2)(A) upon a 
transfer for only a part of a policy’s then value 
is not clear. There is nothing in the statute to 
indicate that a transfer for an inadequate consid- 
eration may be divided into two parts, one part a 
gift and the other a transfer for full value. In a 
case where policies were transferred by the in- 
sured to his wife for their cash surrender value, 
the Tax Court refused to find there was a transfer 
for a “valuable consideration” within Section 22 
(b) (2) (A), where it had previously determined 
that such transfer, having been made in contem- 
plation of death, was ineffective for estate tax 
purposes. Pritchard v. Comm., 3 T.C.M. 1125 
(1944). See also, Estate of Pritchard v. Comm., 
4 T.C. 204 (1944). Cf. Hall v. Comm., 12 T.C. 419 
(1949). 
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This article continues the series of an- 
swers, begun in the January issue, to 
questions submitted to the Panel on 


Fiduciary Taxes, sponsored last year by 
Title Insurance & Trust Co. of Los An- 
geles. The material has been brought up 
to date. 





Sept. 3, 1942, C.C.H. Dec. 12828-C. The 
result in this case could have been 
avoided had it been practicable to lapse 
the original policy on the president’s life, 
which was assigned to the corporation 
in cancellation of premium charges 
against his account, and to have the 
corporation purchase a new policy upon 
the president’s life. 


There may also be a transfer for a 
valuable consideration where the owner 
of a policy, having borrowed the maxi- 
mum amount thereon, thereafter trans- 
fers it to another. If the transferee, as 
part of the transfer, pays the loan and 
thus discharges the transferor’s obliga- 
tion, it would appear, in absence of 
clear proof to the contrary, that the 
transfer was made for a valuable con- 
sideration. It has been suggested that 
the same result might follow even if the 
loan were not immediately repaid by 
the transferee, upon the theory that its 
deduction from the proceeds upon the 
death of the insured could be considered 
as an indirect payment by the transferee 
for the policy transferred to him.” 


In Hall v. Comm., 12 T.C. 419 
(1949), a wife, as beneficiary of life 
insurance policies upon her husband’s 
life, at his death paid off the amounts 
which he had borrowed on the policies, 
and pursuant to election became entitled 
to receive the proceeds of the policies 
in installments during her lifetime. The 
Tax Court concluded that the entire 
amounts received by the beneficiary 
were death proceeds from life insurance 
policies, and that no portion thereof 
represented payments under an annuity 
contract purchased by the beneficiary, 
as contended by the Commissioner. How- 
ever, the Court also concluded that as 
to that portion of the proceeds which 


*See Munch: What is Taxable Income to Policy- 
holders Resulting from Surrender or Maturity of 
Policies? 9th N.Y.U. Institute on Federal Taxation 
7, 8 (1951). See also, Spokane Drygoods Co. v. 
Comm., B.T.A. Memo, Dkt. 110023, 1 T.C.M. 921 
(1943). 





were attributable to the beneficiary's 
payment of the amounts borrowed by 
the insured, there had been a “transfer 
for a valuable consideration” and such 
portion would constitute taxable income 
to the beneficiary when the periodic 
payments therefrom exceeded the value 
of the consideration paid by her.* 
Where a creditor insures the life of 
its debtor, pays the premiums on the 
policy and receives the proceeds on the 
death of the insured, the entire amount 
of proceeds received is tax exempt under 
Section 22(b) (1); the payment of pre. 
miums by the creditors does not make 
the transaction a “transfer for a valu- 
able consideration.” Durr Drug Co. »v. 
United States, 99 F. 2d 757 (C.C.A. 5th. 
1938). On the other hand, where the 
insured debtor transfers a policy to the 
creditor as security for the debt and 
subsequently the policy is absolutely 
conveyed to the creditor in considera- 
tion of the release of the debtor from 
his obligation, such transfer constitutes 
a transfer for a valuable consideration. 
See Federal National Bank v. Comm., 
16 T.C. 54, on remand from Tenth Cir- 
cuit Court of Appeals, 180 F. 2d 494. 


But even without an absolute assign- 
ment the proceeds of a policy trans- 
ferred to a creditor as security for a 
debt may constitute taxable income to 
the creditor. Under such circumstances 
the proceeds, when collected by the 
creditor, lose their identity as insurance 
proceeds and are to be treated as any 
other amount received in payment of a 
debt. Thus, if the creditor has previous- 
ly deducted such debt as worthless, sub- 
sequent recovery of the proceeds from 
the insurance policy can constitute ordi- 
nary income through the recovery of a 
bad debt. St. Louis Refrigerator Co. v. 
United States, 162 F. 2d 394 (C.C.A. 
8th, 1947) .° 


3It is doubtful that the Tax Court would have 
concluded the beneficiary received taxable income 
had the proceeds of the policies been paid to her 
in a lump sum, since it would seem that the con- 
sideration paid would equal the proceeds payable 
to her qua transferee. 

4The Tax Court found that the amount of con- 
sideration paid by the creditor was the cash sur- 
render value of the policy at time of transfer. 

5But see, Stroud & Co. v. Comm., 45 B.T.A. 862 
(1941), holding that premiums paid by a trans- 
feree are to be taken into account in computing 
the amount of proceeds includible in income, even 
though such premiums had been deducted by the 
transferee as business expenses in prior years. 
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It has also been held that there is a 
transfer for a valuable consideration 
where an insurance policy is acquired 
by a stockholder upon the liquidation 
of a corporation.® Lambeth v. Comm., 
38 B.T.A. 351 (1938) Acq. 1938-2 C.B. 
19. Under such circumstances, therefore, 
the subsequent collection by the trans- 
feree shareholder of the policy proceeds 
payable on the death of the insured 
may result in taxable income. 


There are, however, two exceptions to 
the general rule that where an insurance 
policy is transferred for a valuable con- 
sideration the proceeds payable on the 
death of the insured constitute taxable 
income to the extent that such proceeds 
exceed the consideration and premiums 
subsequently paid. The first is where the 
transfer is made to the insured himself. 
The second is where the basis of the 
policy in the hands of the transferee is 
determined by reference, in whole or in 
part, to the basis of such policy in the 
hands of the transferor. 


The statute itself makes no distinc- 
tion between a transfer for a valuable 
consideration to the insured and a simi- 
lar transfer to some person other than 
the insured. In 1938, however, the 
Treasury ruled that a transfer to the 
insured is not a transfer within the con- 
templation of Section 22(b) (2) (A) and 
the regulations now expressly so pro- 
vide.‘ 

The second exception is specifically 
contained in the statute. Its application 
is illustrated by a situation where a 
corporation takes out a policy on the 
life of one of its officers and subsequent- 
ly transfers the policy to a second cor- 
poration pursuant to a taxfree exchange 
or reorganization. Despite the fact that 
the transferee corporation may have 


®A similar problem may possibly arise where a 
life insurance policy is acquired by a partner from 
a partnership. 

TReg. 111, Sec. 29.22(b) (2)-3. 


paid a valuable consideration for such 
policy, the proceeds, when collected by 
it on the death of the insured, will be 
excluded from income.* Presumably the 
same result would follow in the case of 
a policy taken out by one partner on 
the life of another and then contributed 
to the partnership.® 


The mere fact that a transfer of a 
policy to a particular transferee is not 
to be treated as a transfer for a valu- 
able consideration, does not necessarily 
mean that the transferee may receive 
the death proceeds tax-free. If such a 
transfer has been preceded by a previ- 
ous transfer for a valuable considera- 
tion, the second transferee will be con- 
sidered as standing in the shoes of his 
transferor (the first transferee). Thus 
it has been held that where the insured 
assigned a policy to his wife for a val- 
uable consideration, and the wife then 
gratuitously transferred the policy to 
their daughter, but continued thereafter 
to pay the premiums, the daughter real- 
ized taxable income to the extent of the 
excess of the death proceeds over the 
consideration and subsequent premiums 
paid by the wife. Hacker v. Comm., 36 
B.T.A. 659 (1937). Similarly, if a cor- 
poration acquires an already issued pol- 
icy for a valuable consideration and 
subsequently transfers it to another cor- 
poration pursuant to a tax-free reorgan- 


‘ization, the death proceeds collected by 


S8Reg. 111, Sec. 29.22(b) (2)-3. Compare the sit- 
uation of a non-taxable liquidation of a subsidiary 
corporation under I.R.C. Sec. 112(b) (6), where 
I.R.C. Sec. 113(a) (15) provides that the basis of 
the property acquired by the parent is the same 
as the basis in the hands of the subsidiary, with 
a corporate liquidation under I.R.C. Sec. 112(b) 
(7), where I.R.C. Sec. 113(a) (18) provides that 
the basis of property received by a stockholder is 
the same as the basis of his redeemed stock. 

®Where a policy is taken out by one partner on 
the life of another, and is then assigned to the 
partnership for a cash consideration, the proceeds, 
when collected by the partnership upon the death 
of the insured, are taxable income to the extent 
that they exceed the consideration and subsequent 
premiums paid by the partnership. I.T. 2591, C.B. 
X-2, 123. 
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the second corporation will constitute 
taxable income to the extent that such 
proceeds exceed the consideration paid 
by the first corporation and the subse- 
quent premiums paid by both corpora- 
tions. Reg. 111, Sec. 29.22(b) (2)-3; 
Waters, Inc., v. Comm., supra. It is not 
clear whether the same result would ob- 
tain where a policy is acquired by the 
insured from a transferor who had pre- 
viously acquired the already issued pol- 
icy for a valuable consideration. 


The rules normally applicable to the 
taxation of proceeds from life insur- 
ance (and endowment and annuity) 
contracts, as set forth in Sections 22(b) 
(1) and 22(b)(2), are specifically 
made inapplicable to proceeds which 
may be deemed fully includible in the 
income of a divorced wife under Sec- 
tion 22(k) of the Code. While there are 
to date no decisions on the subject, the 
possibility exists that, even apart from 
any question of a transfer for a valu- 
able consideration, a divorced wife may 
under some circumstances be held to 
have realized taxable income through 
the collection of insurance proceeds 
upon the death of her ex-husband.'° 


1l0oSee Manella: Current Developments in the 
Taxation of Alimony, 1948 University of Southern 
California Tax Institute 43, 71-75. 
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FARMLAND IN 1950... A CITY TODAY! This is Lakewood 
Park in southeast Los Angeles County, California, 
where 3500 acres of farmland have been miraculously 
transformed into a community of 7400 modern, attrac- 
tive homes, complete and occupied, and 7500 more 
under construction. United States Steel helped to 
supply the steel for this project . . . steel used for 
everything from nails, reinforcing bars and pipe to 
stainless steel drainboards for kitchen sinks. 


NEW FLOATING BRIDGE. Designed for quick erection and 
heavy load-bearing, this new floating bridge will carry 
any combat or supply vehicle used by an Army divi- 
sion. The bridge floor is of U-S°S I-Beam-Lok Steel 
Flooring. Only steel can do so many jobs so well! 
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EVERYBODY LIKES stainless steel. One of 
its earliest household uses—for knives, 
forks and spoons—demonstrated so well 
the strength, durability, low cost and 
good looks of stainless steel that today 
hundreds of items for the home are 
made of “‘the miracle metal.” 


it 


SIX STORIES UP! This Sky Patio pool, offering still another attraction to winter visitors in 
Phoenix, Arizona, is perched blithely on top of a midtown hotel. The all-steel pool, and 
its steel underbracing that extends clear down to the foundations of the building, were 
fabricated and erected by United States Steel. 


OIL IS WHERE YOU FIND IT... even in your own FACTS YOU SHOULD KNOW 


back yard. Light-weight, portable derricks or ABOUT STEEL 
“‘masts” like this, made of extra strong U'S’S 

High Strength Steel, help the oil industry to dig More iron ore was produced last year 
new wells more quickly and more easily. Below: in the United States than ever before 


derrick at site before lifting into position. in history. The total came to an esti- 
nape mated 130.4 million net tons, an increase 
of 19% over 1950. 





Listen to. . . The Theatre Guild on the Air, presented every Sunday evening by United States Steel. 
National Broadcasting Company, coast-to-coast network. Consult your newspaper for time and station. 


UNITED STATES STEEL a. ccsctsse nies ws 


Helping to Build a Belter wa 


AMERICAN BRIDGE..AMERICAN STEEL & WIRE ond CYCLONE FENCE..COLUMBIA-GENEVA STEEL..CONSOLIDATED WESTERN STEEL..GERRARD STEEL STRAPPING... NATIONAL TUBE 
OIL WELL SUPPLY.. TENNESSEE COAL & IRON’..UNITED STATES STEEL PRODUCTS..UNITED STATES STEEL SUPPLY. .Divisions of UNITED STATES STEEL COMPANY, PITTSBURGH 
GUNNISON HOMES, INC. » UNION SUPPLY COMPANY » UNITED STATES STEEL EXPORT COMPANY +» UNIVERSAL ATLAS CEMENT COMPANY 
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PROFESSIONAL INVESTORS DIGEST 


Sidelights ... Trade Winds . 








YEAR-END ADJUSTMENTS AND 
TAX CONSIDERATIONS 


Investors should re-examine their 
holdings in order to offset gains or 
losses already taken this year. At the 
same time, the occasion should be util- 
ized to revise portfolios to meet chang- 
ing economic conditions. It is generally 
expected that there may be a tapering 
off in business activity by the middle 
of next year. Business activity is still at 
peak levels, but profit margins have nar- 
rowed considerably as a result of higher 
costs. 


Any drop in business activity would 
ordinarily forecast lower net earnings. 
But there may not be any real impair- 
ment, as any decline will be largely at 
the expense of current high taxes or 
largely offset by possible repeal or modi- 
fication of the excess profits tax. Bar- 
ring emergencies, EPT will expire by 
mid-year 1953 and as the present excess 
profits tax rate is 30%, the full-year 
effective rate for 1953 will amount to 
15%. In 1954, according to the present 
tax law, not only will there not be any 
excess profits tax, but on April Ist of 
that year, the normal and surtax rate 
is scheduled to drop from 52% to 47%. 


In view of present deficit spending, it 
is difficult to visualize complete elimin- 
ation of the excess profits tax. There is 
some thinking to the effect that, at best, 
the EPT will be cut in half, but that the 
total tax ceiling may drop from the 
present 70% to 6214%. Net earnings 
after taxes, therefore, may look better; 
top dollars are presently being taxed at 
an 82% rate. As an alternative, it is 
thought that, should the eventual deci- 
sion eliminate EPT, the normal and sur- 
tax rate would be raised to compensate 
for revenue loss. 
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. Memos... 


Portfolio Studies . . 


In the past few years, the higher cost 
of living has created a demand for stocks 
with long-term continuity of earnings 
and dividends. Also wanted have been 
the growth stocks, to protect against in- 
flationary tendencies. One of the prime 
considerations was the higher tax load 
and its effect on dividend maintenance. 
Such tax consideration prompted the 
purchase of some stock groups and ne- 
glect or sale of other groups resulting 
in divergent market action. We think 
that there will be a continuance of di- 
versity of group movements, but in a 
different direction and for other reasons. 


Emphasis from now on will be on 
those stocks currently paying high ex- 
cess profits taxes, which will benefit 
most from EPT modification or elimin- 
ation. By the same token, less emphasis 
will be placed on those stocks which 
previously had been in demand because 
of their relatively tax-sheltered positions. 
There may not be a wholesale liquida- 
tion of tax-sheltered stocks, but it is 
quite likely that any new investment 
money will gravitate toward the benefi- 
ciaries of tax revision and proceeds from 
any security sales from here in will also 
trend in the same direction. 


Ira Haupt & Co. 


RECORD STATE AND MUNICIPAL 
BORROWINGS 


State and local government borrow- 
ings, for highways, housing, school 
buildings and a variety of other pro- 
jects, have come at an accelerated pace 
this year, with extra stimulus in the 
spring from the withdrawal of the Vol- 
untary Credit Restraint Program. It now 
seems probable that the increase in in- 
debtedness of State and local govern- 
ments this year will approach $3 billion, 
surpassing the previous record of $2.6 
billion in 1950. State and local govern- 
ment indebtedness, which declined from 
$1614 billion to $131% billion during 
the war, has doubled to $27 billion in 
the seven postwar years. 


Because of their exemption from Fed- 
eral income tax, obligations of State 
and local governments have had a strong 
appeal to commercial banks, which, un- 
like many savings institutions, are sub- 
ject to corporate income taxes. Com- 
mercial banks have been absorbing close 
to half of new State and local govern- 
ment issues. Fire, marine and casualty 


. Funds Index . . 


. Reports 


insurance companies, individuals and 
personal trust funds account for the 
bulk of the remainder although other 
investor classes are being attracted by 
the relative generosity of the yields on 
an after-tax basis. Prices of municipal 
obligations, which advanced as a result 
of the 1950 and 1951 income tax in- 
creases, recently have been sagging 
under the weight of new issues coming 
to market and in October yields rose to 
the best levels in many years. The im- 
provement in yields, providing returns 
as high as 234 or 3 per cent free of in- 
come tax, has produced the widening 
of the market necessary to absorb the 
increasing supply. 

Monthly Letter, November 1952, National City 
Bank of New York. 


TEXTILES 


The textile industry is emerging from 
the doldrums. After a severe decline of 
some eighteen months, business has been 
picking up and further recovery is anti- 
cipated. Combined output of the vari- 
ous branches of the industry tumbled 
nearly 30 per cent between October, 
1950, and April of 1952. Since the latter 
month the trend has been upward ex- 
cept in July, when some mill operations 
were reduced because of the vacation 
period. 


As compared with mid-1951, the pres- 
ent inventory situation has improved 
considerably at both the manufacturing 
and retail levels. Retail sales have moved 
up from the low point, as shown by 
Department of Commerce figures on 
sales of apparel stores. Consequently 
producers have been receiving more 
orders, which in turn is reflected in 
larger output. Prices in general have 
firmed recently. 


In the past the textile industry as a 
whole has moved in a rather short cycle, 
often of about two years’ duration. 
Thus its ups and downs have not always 


OUTPUT OF TEXTILES AND PRODUCTS 
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4 corresponded with those of business 
. activity in general. On the diagram, the 
> trend of textile output is plotted for 
' every other month beginning with Feb- 


ruary, 1919. The latest month shown 
is August of 1952. The curve represents 
the Federal Reserve index of the output 
of textiles and products (1935-1939= 
100), including cotton, rayon, wool, 
silk, and nylon goods. The circles at the 
foot of the diagram indicate when the 
low point occurred in each cycle. 


The diagram brings out the tendency 
of the industry to move in a two-year 
production cycle. The Federal Reserve 
index does not go back of 1919, but the 
low point for cotton consumption at 
that time was in October, 1918; and 
for wool consumption, February of 
1919. The first circle has therefore been 
plotted at approximately the end of 1918. 


Cleveland Trust Company—Business Bulletin, 
October 1952. 


MARKET FOR GOVERNMENT 
SECURITIES 


Yields on short-term Government is- 
sues, which had been rising toward the 
end of September, stabilized early in 
October, and then moved steadily lower. 
By October 21, most short-term securi- 
ties were at the lowest yield levels since 
last June. A major part of the explana- 
tion for the firm short-term market was 
the active demand by nonbank investors 
and foreign accounts for short-period in- 
vestments. Corporations invested sub- 
stantial amounts of funds raised through 
recent financing operations and funds 
accumulated for tax and other purposes. 
At the same time, bank selling of these 
issues, while substantial, was not as 
great as might have been expected in 


.view of the general tightness in the 


money market. Apparently, some banks 
at times deferred the sale of securities 
in the market for purposes of temporary 
reserve adjustment in expectation of 
funds arising from other sources. In the 
latter part of the month yields tended 
upward again, and by the end of Octo- 
ber short-term yields were close to the 
levels at which they had opened the 
month. 


The largest part of the new tax anti- 
cipation bills issued on October 8 was 
purchased initially by commercial banks. 
Their purchases were encouraged by per- 
mission to make payment, as in previous 
issues of such bills, through credits on 
their own books to the account of the 
Treasury. Therefore, the initial outlay 
to the individual subscribing bank was 
only a fraction—equal to the bank’s 
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Aetna INpustrRIAL CorPORATION 
Announces Completion of the Acquisition of 


GLOBE KNITTING WORKS 


Grand Rapids, Michigan 
Founded 1888 


(As of Oct. 17, 1952 known as MopERN GLoBE, INC.). 


—Through purchase of 97.2% of its common stock 
from over 762 stockholders 
eS 

The acquisition of Globe Knitting Works (now known as 
Modern Globe, Inc.) by Aetna Industrial Corporation 
further strengthens the Group of Aetna-operated organiza- 
tions and marks the third company acquired by Aetna Indus- 
trial in the textile field alone . . . The other two textile 
companies are the Oscar Heineman Corporation, Chicago, 
Illinois (founded in 1893) and Champlain Spinners, Inc., 
Whitehall, New York (founded in 1891) .. . Many bene- 
fits by integrated operation are expected to flow to all three 
companies from this single ownership. 

Modern Globe, Inc., as it is now known, is a long-estab- 
lished corporation—founded some 64 years ago. During 
that period it has maintained an unblemished record, with 
excellent bank and trade relations and customer friends. 


It has a high reputation for producing a fine line of men’s, 
women’s, boy’s and children’s knitted underwear and allied 
products, distributed in almost every state in the Union 
... Aetna Industrial will make every effort to maintain and 
enhance this enviable reputation. 
In line with Aetna Industrial’s policy, most key operating 
personnel will be retained, augmented wherever necessary, 
and all facilities of the parent company placed at Globe’s 
disposal to achieve maximum results in manufacturing, man- 
agement, distribution and sales. 
Action is now being taken to broaden the overall scope of 
Modern Globe, Inc., to build a more effective and more 
profitable operation. New ideas and improvements in prod- 
ucts and packaging are already under way, with an organ- 
ized aggressive sales drive and national advertising cam- 
paign now in contemplation. 
Walter W. Weismann, 
Chairman, Aetna Industrial Corporation 


= « fF 

Aetna Industrial Corporation, an old established owning- 
operating company, is acquiring and expanding companies 
in the textile, machinery, lumber, building supplies, rubber 
goods, hand tools, light metal, asphalt, concrete, construc- 
tion and other varied industries. Aetna Industrial desires to 
acquire, for cash, additional sound, going companies or to 
effect mergers. Not less than $200,000 should be involved 
... preferably upwards of $1,000,000. We are not brokers 
...we purchase for our own account only...decide quickly, 
appraise fairly, pay all cash promptly. Confidential nego- 
tiations assured. We also participate in . . . expand or re- 
organize businesses. (Brokers protected.) 


Address Executive Department 
Aetna Industrial Corporation 


565 Fifth Avenue, New York 
meng  Lelephone MUrray Hill 8-5252 


Capital & Surplus Over $5,000,000. $10,000,000 Capital Available. 
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percentage reserve requirement— of the 
actual allotment, and the net rate of 
return may thus be greater than indica- 
ted by the discount at time of issue. In 
a sense, the banks perform an under- 
writing function in this type of financ- 
ing, bridging the gap between the 
Treasury’s’ need to obtain funds in one 
operation on a given date and the more 
gradual accumulation of corporate tax 
accruals and other short-term funds. As 


folio maturities in line with the opinion 
advanced by various market commenta- 
tors that, in view of the current outlook 
and at present prices for eligible bonds, 
such maturity extension is now desir- 
able. Also, the usual seasonal switching 
by some banks to establish capital losses 
for tax purposes has added breadth to 
the market over the past month, partic- 
ularly since some of this tax switching 
has also been related to a lengthening 





in business activity in 1953 which would 
reduce the demand for funds. The elee. 
tion of General Eisenhower would seem 
to strengthen the case for lower interest 
rates. Nevertheless, if the new Admini. 
stration actually does pursue a defla. 
tionary policy, it may give a freer hand 
to the Federal Reserve in raising inter. 
est rates in order to discourage the ac. 
cumulation of inventories by industry, 
Until we have an opportunity to study 





these funds accumulate with nonbank of portfolio maturities. Price increases the actual implementation of the poli- EI 
investors, banks are enabled to sell tax ranging from 1 to 1% points were regis- cies of the new Administration, it would 
anticipation bills to meet the demand tered for the long-term bank-restricted be hazardous to assume that interest tha 
for short-term investments. bonds in October on a minimum volume rates will decline. the 
The market for intermediate and long- of actual trading. Trading in this area It is anticipated that the Republican _ 
term Government securities also was WS frequently of a professional nature, Administration will pursue a relatively ob: 
firm in October, and the price increases although there — demand for conservative policy in the matter of for 
on the fully taxable bond issues erased restricted bonds by institutional investors utility regulation. This would be partic. fiv 
the largest part of the net declines sus- who had sold eligible bonds to meet the ularly important for the natural gas am 
tained in September. Most of the in- expanding demand for such issues. pipeline and distributing companies, the ot 
creased activity in the market was cen- Monthly Review, Federal Reserve Bank of New shares of which have recently been de- the 
tered in the bank-eligible bonds and Ss pee rere pressed by uncertainties created by the _ 
notes, which were fairly consistently in = “cost of money” theory of rate regula- 
demand at rising prices. Activity in MONEY RATES — UTILITY tion and rulings that owned reserves rea 
these issues slackened somewhat and REGULATION could not be valued at other than the ma 
prices stabilized in the closing days of Recently, the high grade bond market original cost for rate-making purposes, wo 
the month. Price gains of from 14 to demonstrated a somewhat better tone’ A change in the attitude of the Federal lab 
114 points were recorded over the month _ giving rise to the hope in some quarters Power Commission would be beneficial ele 
on the bank-eligible bonds. Part of the of a reversal in the upward trend of particularly to companies with highly un: 
expanded interest in this area is attribut- interest rates. This theory is based, in leveraged capitalizations. in 
able to bank switching to lengthen port- part, on the expectation of a decline BACHE & Co, dey 
the 
im 
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Presenting a new Moody’s Manual!.... on 
> | or 
ae " . mii 
A Continuing Report on 1,200 Transportation Companies Th 
HIS new Moody’s publication gives you detailed descriptions and vital oper- tuc 
ating statistics of over 1,200 American and Canadian Transportation com- em 

panies. It consists of: 
1. 1000 pages of twice-weekly issues — containing current news $a) 
developments and statistics. far 
2. A 1,600-page Manual of basic information — historical perspective 

that gives meaning to current facts and figures. 

This new publication which supersedes Moody’s Railroads, covers all the the 
“common carrier” groups: it 
Air (passenger and freight), rail, steamship, barge, bus, truck, nee 
streetcar, and interurban transit lines; also oil pipe lines and ‘ 
tunnel, bridge, and canal companies. pin 
Thus Moody’s Transportation includes, in one logical “frame of reference” all col 
those companies which are competitive with each other, directly or indirectly, phi 
which operate under government controls as to rates, safety, equipment, etc., oth 
and which are subject to similar economic influences. Moody’s Transportation is ten 





the authoritative source of information for executives in the 
industry, for brokers, bankers and investors; it is equally bu 
valuable to those engaged in market research, sales promotion, 


MOODY’S TRANSPORTATION Gives You 
This Specific Information: 


- r 
wiser oh crmoeey, Tiga at Orering Tethe Setitie,, | credit and finance. e 
—— Malntesance Expenditure Antes! Mecting Date We believe you will find Moody’s Transportation a most useful — 
Leased Lines and Employees and Payroll Equipment Analyses source of analytical and reference information. The cost of a is | 
Comparative Balance quip y ape ~ se 7 
enn Sheets pe } one-year subscription is $63. -— but we invite you to inspect 
Territory Served bsp  jerm Trends Comments on Operations the complete publication on a 30-day trial basis, without obli- EI 
a s 
ood TE, s 4. ataats nares = — in any way. Simply write on your business 
And waeee pated Studies: oulernca 0 
@ Industry Surveys. 
PY 
© Soest estion on the ICO, Federal Gankrupey Lame, Labor, Sates MOODY'S INVESTORS SERVICE 
other special groups and classifications), Securities Eligible for Banks i 
oad Tevet funds . + 27 special sections of fully detailed analyses . . Department TE11 ea 
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ELECTION AND THE INVESTOR 


While it can be said with some truth 
that the election results do not bolster 
the supports under the current business 
picture, which has, in the minds of some 
observers, been “skating on thin ice” 
for sometime, it was the consensus of 
five of the keenest men in the financial 
community, interviewed on November 
6th, that it would be hard to exaggerate 
the long-term benefits of the Eisenhower 
victory. 


Most people in the financial world 
reached the conclusion after the Tru- 
man victory in 1948 that our economy 
would continue to be dominated by 
labor leaders, no matter who was 
elected president. They now feel that the 
union chiefs will take their proper place 
in the picture as they can no longer 
depend upon the Government to pull 
their chestnuts out of the fire. Of greater 
importance, however, is the opportunity 
for a rebirth of confidence in the free 
enterprise system, toward which, rightly 
or wrongly, our financial leaders have 
believed that the Roosevelt-Truman ad- 
ministrations had the wrong attitude. 
The government seemed to take an atti- 
tude of “You boys don’t count in a 
caucus. We'll listen to what you have to 
say but we'll do what the unions and the 
farmers want.” 


We now have an opportunity to paint 
the American enterprise system so that 
it can be understood by everyone. It 
need no longer be sicklied over with a 
pinkish cast on one side or harshly 
colored with the “public be damned” 
philosophy of the robber barons on the 
other. The Eisenhower Administration is 
committed to a full employment policy 
but it is not committed to favor one 
group at the expense of another and 
that, the financial community believes, 
is as it should be. 


EISENHOWER AND CAPITAL 
MARKET 


Another important segment of finan- 
cial opinion saw little immediate effect 
marketwise in the Republican landslide 
and continued to feel that, after making 
new highs, stocks might recede appreci- 
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OTIONAL, WNVESTRIENT 


Wing 


ably within the next year. Institutional 
investors are not buying on strength 
but are selling where they feel that the 
market can take sizable blocks fed out 
in small lots over several months. Some 
of those who live by their market wits 
see a long-term bullish factor in what 
General Eisenhower may be able to do 
in stabilizing United States foreign pol- 
icy. On the domestic front the opinion 
was expressed that it was “too late” for 
the Republicans to stem the tide of long- 
term inflation, particularly so as the 
General had committed himself to a full 
employment policy, but they added that 
great ultimate good for the United 
States could be accomplished in Europe 
and in Asia if our new President were 
successful in getting the free countries 
there to work together economically. 
The inflation picture cannot be changed, 
a mutual fund manager claimed, as long 
as labor unions demand more pay for 
less work. As stated previously in these 
columns, institutional investment man- 
agers believe that the main force making 
for higher prices has been union in- 
sistence on raising wages faster than 
productivity and that, until their leaders 
refuse to make unsound demands, prices 
will rise for union, as well as for other, 
consumers. 


Looking well forward, some invest- 
ment bankers felt that the strongest 
effect of the election was spiritual. The 
voters were well warned that an Eisen- 
hower victory might bring a recession. 
As a downtown news dealer expressed 
it: “I hope Ike wins, even if we do have 
to sell apples.” “Selling apples isn’t so 
bad,” said his young friend. “It was the 
last time,” concluded the old timer. 


DOLLAR ON THE WAY UP? 


When Professor Raymond Rogers 
told the New York State savings bank- 
ers at their annual meeting at White 
Sulphur Springs just after election that 
the outlook for the dollar was consid- 
erably brighter, he was voicing senti- 
ments expressed in March of this year 
by a vice president and trust officer of 
one of the larger downtown banks. 
When it was first suggested that cur- 
rent inflation had just about run its 


course and we could expect more de- 
flation than inflation in the next two or 
three years, a chorus of “Nos” arose 
from those who had been buying stocks 
as an inflationary hedge. As the Sum- 
mer months wore on, however, and par- 
ticularly since the election, it has be- 
come clear that trust officers sometimes 
get a better view of the underlying con- 
ditions that determine the course of se- 
curity prices than do those who watch 
day-by-day changes. 


The forces working toward inflation 
were (1) the inflation-biased policies of 
the Government (2) the wage-cost-tax- 
profit spiral (3) the inflation psychol- 
ogy of the consuming public (4) the 
Treasury’s determination to keep money 
rates unnaturally low (5) the effects of 
the swollen money supply created by 
financing World War II (6) the impact 
of armament spending and foreign aid 
and (7) the uptrend in the business 
cycle. Examination of these forces re- 
veals their current weakness. The near- 
collapse in the textile industry this year 
and the sharp decline in retail trade 
offered good evidence that consumers, 
following the post Korean war scare- 
buying, could not be easily pushed into 
buying more than they needed. On the 
contrary, many consumers wisely con- 
cluded that if inflation were to rob them 
of the buying power of their dollars it 
would be prudent to save more dollars 
and thus have greater spending power 
for that future day when the dollar 
would be worth less. . . Of these seven 
forces only number 6 seems to have 
much power left. In fact if it were not 
for the armament program, many re- 
spected observers feel the current eco- 
nomic situation would be just about as 


in 1921. 


If a big war can be avoided, we 
should average, over a 10 year span, 
between 2-3% a year of inflation, an 
amount largely offset by technological 
improvement, according to our best 
economists. Institutional investors can 
easily work within this area of expecta- 
tion and, of course, revise their pro- 
cedure in event of another major war. 


SAVINGS BANKS INVESTING 
CAUTIOUSLY 


Savings banks, according to William 
A. Lyon, New York Superintendent of 
Banks, are proceding very cautiously in 
their purchase of equities under the 
New York law permitting them to in- 
vest in common and preferred stocks. 
When Mr. Lyon looked at the fifty-two 
banks which have bought stock to date, 
he found that they had used 15.8% of 
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their power to buy common stock and 
13.3% of their privilege to purchase 
preferreds, represented by stocks of 196 
corporations. Approximately 57% of 
the buying was in public utility com- 
mons and preferreds, 33% in industrials 
and 10% in rails. The banks appeared 
to favor the blue chips, particularly 
American Telephone & Telegraph, 
which accounted for more than one- 
third of all common stock purchases. 
The bill passed last March permitted 
them to invest an amount equal to 5% 
of their assets or 50% of surplus and 
undivided profits, whichever is less, in 
common and preferred stocks meeting 
certain financial standards. 


A possible explanation of the banks’ 
conservatism lies in the formation of 
Institutional Investors Mutual Fund, 
their own open-end fund, the first to be 
established. Although its investments 
will be limited to those in which sav- 
ings banks can invest individually, the 
Fund will probably take more risk, due 
to broader diversification which it can 
well afford to do with the benefit of 
professional management and continu- 
ous supervision. 


BANK STOCKS 


The outlook for bank stocks has been 
favorably influenced not only by good 


earnings but by the expectation that 
certain institutional investors, particu- 
larly savings banks, may be bidding for 
them by next Spring. Favorable divi- 
dend action by some of the New York 
banks is expected between now and 
Christmas. The earnings picture for 
these banks continues encouraging as 
loans to business move upward week 
after week to new highs. 


TAX-EXEMPTS 


Specialists in tax-exempts do not seem 
worried over the prospect of large addi- 
tions to their inventories which may re- 
sult from the generous attitude of the 
voters on November 4th. About $1.2 
billion in new bonds were approved. 
An explanation lies in the probability 
that the whole amount will not be rushed 
to market in the next few months or even 
in the next year. Officials in many in- 
stances were looking far ahead when 
they sought approval of bond proposals. 
A year or two, and in some cases even 
three or four, could elapse before all of 
the bonds authorized reach the market. 
A big surprise to the financial com- 
munity was the three-to-one rejection 
by Oklahoma voters of a $125 million 
veterans bonus proposal. 


Perhaps the chief reason for confi- 
dence is that tax-exempts are on the 
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bargain counter today if one judges 
them by ordinary historical standards, 


HARD-BOILED INVESTORS 


One complaint often heard below 
Fulton Street about the investment busi. 
ness is that it is much more difficult 
to make an honest dollar now than be. 
fore the day of the institutional investor, 
This is true, but in the long run the 
hard-boiled attitude of the institutional 
investor, who is calling the turns nov. 
is a source of strength for the invest. 
ment dealer. Portfolio managers do not 
always see eye to eye with underwriting 
houses in the matter of pricing and 
yields and often prevail because of 
magnitude of buying power. The big 
life insurance companies are particularly 
“choosy.” They have been buyers of 
new issues from time to time but not in 
the volume that might have been anti- 
cipated. A substantial part of their se. 
curity buying is through direct negotia- 
tion, and here they sacrifice marketa- 
bility and in many instances the pro. 
tection that public markets offer, ac- 
cording to the underwriters’ view of the 
situation. 


INDIVIDUAL SAVING 


Savings by individuals in the 1952 
second quarter were well below the pre- 
vious period and the comparable three 
months of 1951, the Securities and Ex- 
change Commission reports. Liquid sav- 
ings totaled $1.7 billion in the June 
quarter. This compares with $2.6 billion 
in the first quarter of 1952 and $3 
billion in the 1951 second period. Sav- 
ings of unincorporated businesses, trust 
and pension funds and non-profit insti- 
tutions, in addition to personal savings, 
are included in the S.E.C. totals. If the 
Government agency could be persuaded 
to give a breakdown of these savings, 
the report would be more enlightening 
to readers of this column. 


In the matter of savings, however, 
American individuals are stilt infinitely 
better off than British individuals where, 
according to the chairman of the Lon- 
don Stock Exchange, it is almost im- 
possible for the individual to save any- 
thing. In Britain, even more so than 
in the United States, mutual funds, 
pension funds and insurance companies 
are rapidly sponging up the floating 
supply of common stocks. While the 
British citizen may cut down in other 
directions, he pays his insurance pre- 
miums. Purchase of stocks, however, is 
restricted to fire and casualty funds, 
with life proceeds limited to more con- 
servative media. 
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MOODY’S INVESTORS YIELD TABLES 


Prepared monthly tor TRUSTS AND ESTATES by Moody’s Investors Service 


YIELDS OF 
TAXABLE TREASURIES 
BY MATURITY GROUPS 


IN PERCENT 
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ELIGIB 
LONGEST \. ~ 
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. U. S. Government Bond Yields 


3 Year Taxable Treas. ....................--. Yo 
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. Corporate Bond Yields 
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. Tax Exempt Bond Yields 
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. Preferred Stock Yields 


Industrials—High Dividend Series 
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Industrials—Low Dividend Series 
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125 Industrials—Prices (e)  ......-.... 
125 Industrials—Dividends (e) ..... 
125 Industrials—Yields % 


Jan. 2, 1946. 


NoveMBER 1952 








1.96 


2.92 


YIELDS OF 
CORPORATE BONDS 
BY RATINGS 


Sept. Oct. 
1952 1951 
of Month — 
2.30 2.07 
2.44 2.14 
2.64 2.27 
2.77 2.54 
2.77 2.66 
2.98 2.95 
3.08 3.00 
3.23 3.23 
3.53 3.55 
2.00 1.69 
2.18 1.87 
2.54 2.31 
2.89 2.47 
3.95 4.03 
4.92 4.91 
3.77 3.82 
4.04 4.09 
4.07 4.11 
4.47 4.54 
74.58 72.07 
4.20 4.43 
5.63 6.15 


(a)—U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1943. 
(b)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 
(c)—Low Dividend Preferred Yield Averages in this series date from 
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PRICES ,DIVIDENDS, 
AND YIELDS 
125 INDUSTRIAL STOCKS 


DIVIDENDS 
(SCALE) 
onal 


80 PRICES AND DIVIDENDS 
($ PER SHARE ) 


a 








1952 1951 1946-50 1941-45 1931-40 1919-1930 
Range for Period 
2.34-1.90 2.20-1.68  1.68-0.90 1.32-1.07 (a) (a) (a) 
2.44-2.03 2.26-1.76  1.87-1.06 1.70-1.24(a) (a) (a) 
2.64-2.20 2.40-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
2.77-2.53 2.70-2.21  2.43-1.96 2.48-2.03 (a) (a) (a) 
2.77-2.56 2.74-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
3.03-2.91 $.04-2.65  2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
3.10-2.99 $.09-2.70  2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
3.34-3.18 3.33-2.87  3.28-2.67 3.39-2.78 9.28-3.35 7.71-4.91 
3.63-3.48 $.64-3.15  3.57-2.93 4.47-3.06 12.96-4,42 8.56-5.32 
2.00-1.65 1.85-1.28  1.98-0.90 1.84-0.93 2.81-1.56(b) (b) 
2.20-1.81 2.71-1.87  2.21-1.04 2.11-1.21 3.02-1.78(b) (b) 
2.63-2.13 2.50-1.72  2.64-1.28 2.49-1.49 3.29-2.11(b) (b) 
2.98-2.48 2.74-1.98  3.05-1.57 2.94-1.80 3.71-2.60(b) (b) 
4.03-3.92 4.10-3.80  4.09-8.28 4.87-8.55 6.54-3.83 6.79-4.75 
4.92-4.83 4.96-4.72  65.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
3.90-3.69  3.88-8.45  3.92-3.27(c) (c) (c) (c) 
4.15-3.94  4.25-8.77  4.20-8.52(c) (c) (c) (c) 
4.24-3.94 4.20-3.80  4.24-3.40(c) (c) (c) (c) 
4.71-4.33  4.71-4.19  4.65-8.69(c) (c) (c) (c) 
78.13-71.25 74.24-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (d) 
4.23-4.13 4.52-4.18  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16(d) 
5.87-5.41 6.79-5.56  7.29-8.20 7.71-3.56 10.13-2.59 6.21-3.19 (d) 


(d)—125 Industrials Averages date from Jan. 1, 1929. 
(e)—Dollars per 
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SINGLE GAS FLAME burning under 
A: Centerville, Pennsylvania, brine 
vat only a little more than a century ago 
has multiplied to billions of flames in 
homes and industries throughout the 
nation. Today natural gas is an essential 
part of the American way of life. 


It is only in the past decade, however, 
thet extravagant terms, like “Whoosh!” 
“Boom!” “Spiralling!” “Skyrocketing!” 
have been used to describe what is hap- 
pening to the natural gas industry. Un- 
til the 1930’s, natural gas remained a 
fairly local product, with manufactured 
gas popular in cities across the country. 
The only way to transport gas is through 
pipelines and practical methods of con- 
structing long distance lines from the 
fields to distant points were not devel- 


oped until the 1920's. 


A combination of circumstances 
brought about the sudden evolution. Gas 
pools in the Appalachian Basin, once the 
principal producing area in the coun- 
try, began to decline. Communities which 


for years had relied on gas from their 


own “back yards” as their only fuel 
were not prepared to convert as their 
needs increased. So new gas sources were 
sought. The great producing areas of 
the Southwest, discovered during the 
°20’s, were the answer. Improved pipe- 
lining methods and changing economic 
conditions made it feasible to transport 
the new supplies over thousands of miles 
through electrically welded steel pipe up 
to 30 inches in diameter carrying pres- 
sures up to 1200 pounds per square 
inch. 


First Steps 


The early 30’s saw the first deliveries 
of Southwest gas to the Appalachian 
area. At about the same time natural 
gas from the Appalachian area first 
reached the Eastern seaboard via Colum- 
bia Gas System’s 461-mile pipeline ex- 
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Painting by Marshall Johnson in collection of State Street Trust Co., Boston 






tending from Kentucky to Washington, 
D. C. But the depression put a sudden 
stop to further expansion. 


The industry was galvanized into ac- 
tion by the industrial fuel demands of 
World War II. Coal and oil prices were 
on the rise, but the regulated rates of 
natural gas remained constant. A pre- 
mium fuel, natural gas previously had 
been priced above competing fuels. Now 
it became the most economical as well 
as the most desirable fuel. The boom 
was on — limited, of course, by the 
scarcity of steel for pipelines. 


The increased demand was not only 
in areas previously served by natural 
gas; rather, since 1946 many areas have 
converted from manufactured gas to 
natural gas or a combination thereof. 
Again, economics forced this change, 
due to increased cost since 1945 of 
coal and oil used in manufacturing gas. 
Distribution systems were taxed, too, by 
heavier demands from local industries 
and domestic customers. By substituting 
the higher Btu natural gas, a company 
could deliver the equivalent of larger 
quantities of manufactured gas without 
expanding distribution systems propor- 
tionately. The cost of constructing large 
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manufactured gas facilities, together 
with increased operating expenses, par. 
ticularly for the coal and oil used, would 
have necessitated substantial increases 
in rates for manufactured gas. Conse- 
quently there has been a tremendous ef- 
fort by areas such as the New England 
states and certain seaboard and central 
southern states to obtain natural gas, 
For example, North Carolina, South 
Carolina, Massachusetts and New Hamp- 
shire received natural gas for the first 
time during 1951. 


Now Comes the “Whoosh” 


With the war over and the building 
boom’ on, the demand for natural gas 
for househeating began to soar. One 
distributing company alone gained 
75,000 new househeating customers with. 
in six years. Previous to the boom, that 
company had only 10,000 customers af- 
ter being in business for 50 years. In- 
dustries, swamped with orders for con- 
sumer goods, continued to increase their 
consumption. 
































According to the American Gas Asso- 
ciation, the 1951 construction expendi- 
tures of the natural gas industry were 
more than 17 times the yearly average 
of $80 million for the entire industry 
(including manufactured) for the 1935- 
1939 period. The forecast for 1953 is 
that $1.5 billion will be spent on natural 
gas expansion, to keep up with the 
needs of 11 million new customers since 
1940, or 160% above the 1940 number. 


The Bureau of Mines, in a report is 
sued in September, revealed that the 
total volume of marketed natural gas 
production rose from approximately 22 
trillion cubic feet in 1936 to 7.5 trillion 
cubic feet in 1951. 


What’s Ahead on the Demand Side? | 


The demand for natural gas is stil 
soaring. It is estimated that one million } 
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new househeating customers alone will 
be added during each of the next three 
heating seasons, provided facilities can 
be built to move the gas to market. With 
the addition of 1.5 million new gas 
househeating customers during the past 
heating season, the industry’s composite 
househeating saturation reached 44.7% 
with the waiting list growing longer. 


The Petroleum Administration for De- 
fense has predicted that the largest jump 
in the demand for natural gas will come 
from residential space heating require- 
ments, rising in 1955 to 57.4% over 
1951 levels. Other residential demands 
are expected to climb about 33.4% 
commercial and other uses 40.3%, and 
industrial 41.8%. 


Natural gas is used in an estimated 
25,000 industrial processes, many of 
which depend on the unique controllabil- 
ity of gas and its freedom from certain 
chemicals present in other fuels. The $2 
billion petrochemical industry uses it as 
a raw material for an ever increasing 
number of synthetic products. Today we 
even wear natural gas in such synthetic 
fibers as Acrilan, Orlon, Dacron, Dynel, 
Fiber V — now being or soon to be 
produced by DuPont in South Carolina, 
Union Carbide in Texas, American 
Cyanamid in Louisiana and Chemstrand 
in Alabama. Chemists have learned to 
use natural gas to produce nti- 
freeze, synthetic organic chemicals, 
plastics for shower curtains, or protec- 
tive coverings for the hulls of ocean 
liners. 


Naturally, in a business highly com- 
petitive with other fuels, it is extremely 
hazardous to forecast future usage. A 
substantial decline in the level of indus- 
trial activity would reduce gas usage. 
For the long-range view, however, re- 
sponsible authorities have indicated the 
possibility of a continued growth in an- 
nual production over the next 25 years 
to approximately 15 trillion cubic feet 
a year in 1975 or about twice the 1951 
consumption. Such an annual rate will 
depend upon discovery of additional re- 
serves, of which authorities seem con- 


fident. 


Have We An Adequate Reserve for 
Future Needs? 


In 1920, the estimated reserves of the 
country were 18 trillion cubic feet. Until 
1930, the annual production was rela- 
tively small and stable with estimated 
proven reserves steady at about 20 tril- 
lion cubic feet. Commencing in 1930. 
growth raised estimated reserves to about 
70 trillion cubic feet at the beginning of 
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1940, by 1945, 135 trillion cubic feet; 
and as af December 31, 1951, 193 tril- 
lion 800 billion cubic feet! 

This startling growth in proven re- 
serves during the past seven years has 
been made in the face of increased an- 
nual gas production; in 1944 annual net 
production was 4 trillion 700 billion 
cubic feet while net production in 1951 
was estimated at 7 trillion 970 billion 
cubic feet. 


Naturally, estimates as to future dis- 
coveries are highly speculative and vari- 
able but most geologists seem confident 
that substantial additional reserves will 
be discovered. The Appalachian basin, 
for years doomed to exhaustion in the 
opinion of many, continues productive 
and important discoveries are constantly 
being made in this area. Geologists ex- 
pect substantial additional reserves to 
be uncovered in the Gulf Coastal Area, 
including the important Continental Shelf 
extending into the Gulf of Mexico; the 
Anadarko Basin covering a large area of 
the Texas Panhandle and western Okla- 
homa; in the Rocky Mountains area 
around the Uinta Basin region in Utah 
and Colorado; and in the province of 
Alberta, Canada. A responsible authority 
has predicted that the proven reserves 
from all these fields and others will 
eventually exceed 500 trillion cubic feet 
or more than 21% times the proven re- 
serves at December 31, 1951. Conse- 
quently, responsible experts agree that 
the industry has a long future ahead of 
it. 


New Methods Meet Larger Markets 


As previously mentioned, there is a 
growing gas use for space heating, 








emphasizing seasonal fluctuations. This 
problem is being solved by some com- 
panies through the development of un- 
derground storage fields near large 
metropolitan areas, while other compan- 
ies lacking such facilities are turning to 
more efficient stand-by plants or other 
types of storage. 


There are 142 gas storage pools, with 
combined capacity of approximately 900 
billion cubic feet of gas, in operation 
today. Underground storage is provid- 
ing huge quantities of peak load gas. For 
example, Columbia Gas System, a pion- 
eer in this field, delivered approximately 
2.7 billion cubic feet of gas on December 
16, 1951, the System’s peak sendout day, 
of which 47% came from storage. The 
Consolidated Natural Gas System has 
been active in the Appalachian area in 
the development of underground stor- 
age; with 119,127,000 Mcf of gas in 
storage at the end of 1951. Gas with- 
drawn from storage during the heating 
months of 1951 constituted 21% of the 
gas available to the Consolidated Sys- 
tem. More important, storage gas consti- 
tuted 47% of the total gas supply on 
the coldest day experienced that year. 


Obviously, if it were not for the de- 
velopment of these underground facil- 
ities near market areas, the investment 
to transport gas from the Southwest in 
sufficient quantities to meet the winter 
peak load would be staggering and the 
resultant cost of service much greater 
than now. 


Extensive research is also being con- 
ducted toward practical methods of mak- 
ing synthetic natural gas from coal and 
the gasification of liquid petroleum prod- 
ucts. Because of our tremendous coal re- 
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Crawford Station at Sugar Grove, Ohio, is probably the world’s largest compressor station. 
Behind the tall gas scrubbers is the cooling pond through which the gas, heated by com- 
pression, is piped. 
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serves, an economical method of making 
high Btu gas from coal is of great im- 
portance in our long-term energy re- 
quirements. Since many existing pipe- 
lines pass through the coal fields, such 
lines might some day, if natural gas 
should be in short supply, transport 
synthetic ratural gas made there to 
urban and industrial markets. 


Problems of Industry Regulation 


There has never been a boom with- 
out social and economic problems and 
the natural gas industry is certainly not 
free from them. Basically, many of the 
problems arise from regulation of the 
industry, yet in large areas it operates 
in a purely competitive situation with 
coal and oil. This might not have been 
too important except for the unpre- 
cedented inflation of the post-war period. 
Natural gas, with its premium charac- 
teristics, is currently grossly underpriced 
in many areas. This has created a run- 
away market demand for gas which can- 
not be met in one or two years. It also 
has raised important social and economic 
questions. 


Is regulation of the gas industry 
sound, if the underpricing of a natural 
resource such as natural gas encourages 
wasteful usage of a premium product? 

For example, certain agencies of the 
Federal Government attempted to obtain 
natural gas to serve a steam generating 
plant of the Tennessee Valley Authority, 
with annual usage equivalent to the en- 
tire metropolitan area of Washington, 
D. C. At the time there were severe short- 
ages of gas for domestic purposes in 
large areas. Fortunately, the Federal 
Power Commission rejected this effort. 





Impurities are removed from natural gas by 
these giant “scrubbers” at Cobb Compressor 
Station near Clendenin, West Virginia. The 
valves in the foreground are used in routing 
millions of cubic feet of gas. 
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Another problem concerns the sound- 
ness of rate regulation if it encourages 
severe economic dislocations resulting 
from the substitution of gas for coal and 
oil, particularly for heavy raw fuel use, 
and tends to promote an over-rapid ex- 
pansion of a regulated utility industry. 
Only two aspects of this problem can be 
mentioned briefly; actually, a whole 
book could be devoted to the question: 

First, the price differential created by 
rate regulation between gas and the un- 
regulated fuels has encouraged the use 
of gas in many activities previously 
served by coal and oil. This has neces- 
sitated, first, the use of vast amounts of 
critical materials such as steel, construc- 
tion equipment and capital resources for 
the construction of large pipeline facil- 
ities. Simultaneously, it has reduced the 
usage of capital and labor engaged in 
coal mining and transportation. This 
economic dislocation has taken place 
over the relatively short period since 


1945. 


Second, the price differential has 
necessitated the creation of extremely 
costly facilities for gas transportation. 
Many of these facilities are necessary 
in order to render utility service of a 
domestic nature. Some, however. were 
built to meet indicated demands which 
might, under changed economic condi- 
tions, disappear. If such conditions ma- 
terialize, the cost of these facilities will 
have to be borne by the domestic user 
who, it is assumed, will continue to use 
gas not only because of price differen- 
tial but because of cleanliness and con- 
venience. 


Finally, rate regula‘ion has been able 
to maintain or create the large price 
differential between gas and other fuels 
in large part at the expense of long-term 
investors in the natural gas industry 
whose investment and the return there- 
on have not been adjusted to reflect the 
extreme inflation of the past five years. 
Consequently, part of the differential 
is not in fact a true difference in cost but 
an artificial one created at the expense 
of a somewhat small, but nevertheless 
important, segment of the community, 
namely, the long-term investor in equity 
securities of gas companies. This circum- 
stance is not peculiar to the natural gas 
industry, but is typical of all regulated 
industries where regulation has clung 
to original cost concepts of rate making. 


Coordination of Regulation Lacking 


Another problem is a lack of co- 
ordination in regulation, not peculiar to 
the natural gas industry, but highlighted 
by its rapid development during the past 





An interior view of compressor station at 

Flat Top, West Virginia. The Bessemer com. 

pressors are the latest thing in gas pro- 
pulsion. 


seven years. For example, the price paid 
for gas by distributing companies is 
regulated by the Federal Power Commis- 
sion under the Natural Gas Act. Under 
this Act, rates can be increased on a 
minimum of 30 days notice and, if sus- 
pended by the commission, on a max- 
imum of six months notice. However, 
higher retail sales by distributing com- 
panies to recoup the higher gas purchase 
costs, cannot, in many instances, be ob- 
tained in such a short period of time. 
This situation is creating great difficul- 
ties for many companies in maintaining 
adequate earnings during this inflation- 
ary period. 

A concrete example of the effect of 
delay and lack of coordination was re- 
vealed in a recent letter by one of the 
largest gas companies in a letter to its 
stockholders. As of January 1, 1952, rate 
increases totalling close to $2,600,000 
had been granted, the bulk of them not 
effective until June, 1952. Another 
$5,600,000 was being collected under 
bond while the commissions’ decisions 
were being awaited. But the largest 
amount, proposed rate increases totalling 
more than $9 million, was not being col- 
lected nor had it been acted upon. Yet 
on two major cost items — purchased 
gas and labor — the annual cost already 
incurred was $10 million above 1951! 


A further illustration of the effect of 
“lag” might be helpful. Between Decem- 
ber, 1951, and February 15, 1953, costs 
of purchased gas of Columbia Gas Sys- 
tem will increase in excess of $23 million 
a year. The 1951 net income was only 
$17 million. Obviously, increased costs 
of this magnitude must be quickly re- 
couped if adequate investor income is to 
remain available. 


In certain instances, legislative action 
may be necessary to prevent the “regu- 
latory lag” but in a great many cases 
the problem could be overcome by the 
commissions by a change in attitude 
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based upon the economic facts confront- 
ing all utility business. It is suggested 
that commissions could streamline pro- 
cedures or step up the process of rate 
making to take care of utility earnings 
during the inflation period, either by 
expanded use of administrative nego- 
tiation, as distinguished from protracted 
hearings; a greater willingness to allow 
temporary or interim increases (even if 
collected under bond) pending final set- 
tlement; or a broader view toward rate 
making than the purely accounting and 
statistical exercise in vogue in some 
agencies. 


Management must also assume re- 
sponsibility for some of the industry’s 
problems. Many distributing companies 
lately converted to natural gas have not 
completely analyzed the nature of their 
new status. Many managements have not 
anticipated the squeeze on earnings 
which is developing as pipeline suppliers 
raise their rates, nor have they educated 
their regulatory bodies on the changed 
conditions and problems resulting from 
the introduction of natural gas from the 
Southwest. One example may illustrate 
this point:. 

Basically. the long-distance pipeline 
companies are merely transporters, they 
may have some attributes of a common 
carrier, but, to date, they have not been 
charged with the basic obligations of a 
utility — namely, to be prepared to meet 
the demands of their service areas. Pipe- 
lines cannot be compelled to expand 


capacity or to extend their facilities. On’ 


the other hand, companies which are 
classified by regulatory bodies as “util- 
ities” have the primary utility obligation 
of taking all reasonable measures to meet 
the demands of the public in their ser- 
vice areas. The ramifications of this dis- 
tinction between companies, both of 
which are classified as being in the 
natural gas industry, are important. 


First, the retail distribution company 
is caught in a squeeze for a supply of his 
basic material — natural gas. He has 
no way of getting additional supplies 
of gas if the pipeline refuses to expand 
or delays in constructing facilities. Yet, 
unless regulatory bodies are sympathetic 
and fully informed, the retail company 
may find itself with a deficiency of sup- 
ply because of growing demands in its 
area. 


Second, if the same regulatory body 
regulates both pipeline companies and 
companies having the characteristics of 
a retail company, the regulatory body 
must be fully informed as to the distinc- 
tion between the companies. Methods of 
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regulation must be adapted to the char- 
acteristics of the particular company. 
It is incumbent upon management to 
alert regulatory bodies to these differ- 
ences. Obviously, regulatory bodies 
must be open-minded in exploring such 
differences and adapt the formulae of 
regulation to fit the particular company. 


Rate Making and Investor Reward 


The natural gas industry, like the rest 
of the utility industry, will need vast 
sums of money in the future to finance 
the construction required to meet the in- 
creasing demands of our dynamic coun- 
try. The public, through its regulatory 


bodies, is faced with a very critical 
choice. Is it going to insist on the main- 
tenance of present rates which, because 
of inflation, do not allow sufficient earn- 
ings to attract capital, or is the public 
willing to face realistically the fact that 
if utility service is to improve and be 
adequate, reasonable prices must be 
paid for such service? 

The credit of the natural gas industry 
has improved considerably during the 
past ten years. The investor has been 
attracted by the “whoosh” in natural 
gas. However, certain regulatory prac- 
tices and attitudes seemingly in favor of 
the consumer at the expense of the in- 
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vestor may soon have the very bad ef- 
fect of taking the investor out of the 
natural gas market. 

First, how long, in face of the contin- 
uing inflation, can regulatory bodies 
cling to the original cost concept of rate 
making? This theory says that the equity 
investor is only entitled to a return on 
the dollars invested, not on the value of 
the property which he has made avail- 
able for public service. In times of in- 
flation, this has the effect of making 
stock ownership merely a higher coupon 
debt security. 

Second, will regulation allow adequate 
expense for depreciation? Presently, the 
allowed depreciation is not sufficient to 
replace worn out property at current con- 
struction costs. Today, most regulation 
allows mere amortization of the dollar 
property investment. This means that if 
the original property is to be replaced 
at present prices, additional capital must 
be raised to finance the difference. 

Basically, this “amortization of. dol- 
lars” theory means that the present cus- 
tomer is not paying for the current cost 
of service in plant wear and tear. The 
interest of the consumer certainly lies in 
the ability of the utility to replace the 
plant for continuity of service. This mat- 
ter of replacement depreciation allow- 
ances is receiving more and more atten- 
tion both by the industry and regula- 
tory bodies although to date no commis- 
sion has attempted to meet the problem. 


Money Cost Held Insufficient Basis 


Without going into details, the formula 
used to determine the cost of money has 
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Dispatchers in the Charleston offices of Columbia Gas System study a wall map prior to 
giving gas routing instructions. 


the effect of relating current market 
prices to current earnings as an indica- 
tion of the investors’ appraisal of the 
rate of return. It makes no allowance 
for the fact that the market value re- 
flects many other factors in the investors’ 
appraisal of the security, such as growth 
possibilities and other developments 
peculiar to the particular company. 
There can be no mechanical application 
of a cost of money formula unless there 
is an adjustment on the market value 
side of the formula as related to current 
earnings. 


Another aspect of the rate of return 
is the fact that rates are, by and large, 
fixed for the future on the basis of ex- 
perience in the past. During a period of 





sharply rising prices the fixing of a rate 
of return which makes no allowance for 
what has been termed “attrition” re- 
sults in: first, a continuing series of 
rate cases very expensive and time con- 
suming to management and, second, a 
constantly declining income to the in- 
vestor which is never recouped. Certain 
regulatory bodies have recognized this 
attrition factor and are allowing a slight 
increase in the rate of return to make 
allowance for the continuing upward 
spiral of prices. 


There are evidences of abundant re- 
serves of natural gas in the North Amer- 
ican continent. The exploration for and 
development of such reserves is expen- 
sive and highly speculative. Since regu- 
lation is not geared to allow adequate 
returns to allow for the speculative na- 
ture of production, it is obvious that any 
threat to regulate the production of gas 
may, in the long run, deter the investor 
and the speculator from exploring for 
new sources. Such a threat would be a 
serious problem for the natural gas in- 
dustry and its present and potential cus- 
tomers. 


Another production problem is the 
possibility that depletion allowances now 
in the tax laws will be omitted or severe- 
ly curtailed. This also would have a 
dampening effect on future exploration 
for reserves. 


To summarize, the natural gas indus- 
try has had a phenomenal growth, and 
because of the discovery of vast re- 
serves, the industry is gaining a well- 
deserved reputation as a sound, long- 
term investment. However, many prob- 
lems require the careful attention of 
management, as well as a realistic atti- 
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tude on the part of regulatory bodies. 
Finally, a degree of coordination and 
cooperation among management and 
Federal and State commissions and an 
understanding by the customer of the 
problems must be reached. Thus the con- 
sumer will be assured of continuing good 
service and the investor of reasonable 
returns through proper conservation and 
use of a precious natural resource. 


A A A 


Investment Companies 
Purchase Utilities 


A regularly featured survey of the 
portfolio operations of over 60 invest- 
ment companies during the third quar- 
ter of 1952, written for the November 
20th issue of the Commercial and Finan- 
cial Chronicle, by Henry Ansbacher 
Long, indicates that purchases predomi- 
nated in the utility group as they had 
for some time over the last several years. 
Favorites among the power and light 
stocks were American Gas and Electric 
and Pacific Gas and Electric, interest in 
the latter being also at a peak during 
the previous three months, due in part 
to the issuance of rights. 


Selling slightly outweighed purchase 
transactions in the oil issues, several 
funds cutting back former fairly heavy 
commitments percentage-wise in this 
group. Texas Company was singled out 
for this selling, although share volume 
was not very heavy. Some managements 
replaced these sales with other issues 
such as Ohio Oil which was acquired by 
six funds during the period. 


Buying about matched selling trans- 
actions in the non-ferrous metal stocks, 
with total interest not too heavy. Kenne- 
cott was the favorite in light volume, 
while International Nickel and Ameri- 
can Smelting were sold. 


In general, company managements did 
not anticipate much near term change in 
their investment policies as a result of 
the elections. Repeal of the excess profits 
tax seemed now to be a foregone con- 
clusion, with consequent advantage to 
those companies whose earning picture 
had been impeded by this impost. With 
respect to natural resource companies, 
the feeling was expressed that they 
would lose their extreme popularity be- 
cause of the dampening of inflationary 
forces through policies most certainly 
to be put:into effect by the new admini- 
stration. 


Although the campaign position on 
tidelands was mentioned as a favorable 
factor for certain oil companies, one 
manager also pointed out that “many 


NovemBer 1952 


oil companies have been sheltered tax; 
wise during the past several years of 
very high corporate taxes and this favor- 
able feature has attracted the attention 
of many investors. With prospects favor- 
ing a more equitable policy of corporate 
taxation, the oils lose this special ad- 
vantage.” 


DOW-JONES AVERAGES 


Nov.3 OctT.1 Nov.1 
1952 1952 1951 
30 Industrials 270.23 270.17 264.06 
20 Railroads 100.59 100.10 80.88 
15 Utilities 50.03 50.31 46.19 
65 Stocks 104.82 104.76 95.68 
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CREATIVE RESEARCH.. 


is research which takes into account 

the essential difference between the simple 
accumulation of facts and the skill in 
analysis, interpretation and application 
required to put those facts to productive 
use. With specialists in many fields 

of industry, this firm offers such creative 
research as an integral part of its service. 


e=— ey PLANNED INVESTING 
i : 


Our Investment Advisory Department 
provides the over-all judgment factor 
essential to the interpretation and 
application of the product of the Research 
Department. Their long experience and 
understanding of the problems 

particular to the institutional investor can 
help you to achieve a planned investment 
program. Your inquiry as to our services, by 
mail or personal call, will be welcome. 


Carl M. Loeb, Rhoades & Co. 


Members New York Stock Exchange and other 
Leading Stock and Commodity Exchanges 


HOTEL ST. REGIS, NEW YORK CITY 
LIMA, PERU 


SYRACUSE 


Private Wire System to Branch Offices, Correspondents and 
their connections in 80 Cities throughout the United States 
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Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 
and the characteristics and qualities of the investments of these companies. 


Reference should be made to the introduc- 
tory article in July 1949 issue, outlining pur- 


poses of publication and considerations in 
selecting stock and cost-of-living averages, 
periods and in interpretation of data. 
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INVESTING UNDER PRUDENT MAN RULE 


NEW YORK EXPERIENCE REVIEWED — 
COMMENT ON EQUITIES 


BASCOM H. TORRANCE 


Vice President, City Bank Farmers Trust Company, New York 


[In the first half of this address on 
October 17th before the annual meeting 
in Syracuse of the New York State 
Bankers Association Trust Division, of 
whose Trust Investment Study Commit- 
tee he is chairman, Mr. Torrance review- 
ed the amendments to and decisions in- 
terpretive of the 1950 law enlarging the 
investment powers of trustees. That 
statute added paragraph (m) to Section 
21 of the Personal Property Law to per- 
mit the investment of trust funds in se- 
curities other than those covered by para- 
graphs (a) to (1), up to 35% of the 
value of the fund at the time of invest- 
ment. 


In 1951, paragraph (m) was amended 
by Chapter 627 to provide that in com- 
puting the proportion of a trust that may 
be invested in paragraph (m) securities, 
the value of any investments in units of 
a Legal Common Trust Fund should first 
be excluded from the total value of the 
trust. Earlier this year, the statute was 
further amended by Chapter 215 which 
declares that a fiduciary, who has pur- 
chased securities made eligible solely by 
paragraph (m) and who thereafter 
makes an investment in a Legal Common 
Trust Fund, must dispose of all securities 
purchased under the authority of para- 
graph (m) which could not be purchased 
immediately after making the investment 
in the common fund without violating 
the percentage limitation. Both amend- 
ments, according to Mr. Torrance, 
strengthen the entity theory of an invest- 
ment in a Legal Common Trust Fund. 


Following this summary of the legis- 
lative changes, Mr. Torrance outlined a 
number of cases construing them, group- 
ing them under two broad classifications: 
first, those dealing with the retroactive 
application of the statute to existing 
trust instruments; second, those constru- 
ing its application to the specific terms of 
the trusts. These decisions are catalogued 
in an accompanying “box.” Mr. Torrance 
then proceeded to discuss the implications 
of these decisions, with particular em- 
phasis on trust investment policy for the 
future.] 


N SO FAR AS WE MAY VENTURE gen- 
I eral conclusions from the decisions 
interpreting New York’s trust investment 
law, two things seem to emerge. First, 
where there is no contrary or conflict- 
ing direction in a will or trust instru- 
ment, the Courts of this state seem dis- 
posed to be liberal rather than literal in 
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extending the provisions of broadened 

investment statutes to existing trusts. On 
the other hand, in dealing with special 
investment provisions in individual in- 
struments, the disposition is to construe 
strictly the liberalizing effect of our 
statute in conjunction with these pro- 
visions, giving great weight to what ap- 
pears to have been the intention of the 
settlor or testator. If we may attempt 
any practical rule of thumb, however 
crude, we might say that if a will or 
deed has already undertaken to author- 
ize non-legal securities, or securities not 
eligible under paragraphs (a) through 

(1) of Section 21, beyond the 35% 
limitation of the statute, then the statute 
will not further enlarge the trustee’s 
powers. But if the will or deed, especial- 
ly one executed prior to 1950, has not 
already broadened the trustee’s powers 
to the extent authorized in the statute, 
then, in absence of a conflicting direc- 
tion, the statute will grant further lati- 
tude. Any such general statement must 
always be subject to any language or 
circumstances in a particular case which 
would make it inapplicable. And in any 
marginal situations we shall be wise not 
to give our statute a strained or doubt- 
ful interpretation. 

‘Those persons who were disposed to 
criticize our law as representing a half- 
way measure, will point to these amend- 
ments and these decisions as evidence 
of the shortcomings of such a law. Our 
answer is that we have applied the advice 
of one of the earliest and most famous 
of law givers, that we should attempt at 
any one time no more than is good for 
a people. By acting when we did, rather 
than delaying, we have made possible 
for hard pressed beneficiaries over two 
years of increased income. 

It seems to me these amendments and 
cases clearly point the way from here. 
The 1950 legislation amended the Per- 
sonal Property Law, the Decedent Estate 
Law, the Banking Law, and the Domestic 
Relations Law, bringing together in the 
amended Section 21 of the Personal 
Property Law the more important pro- 





visions of our laws dealing with the 
major classes of securities authorized as 
trust investments. It left untouched, hoy. 
ever, other laws, such as the Public 
Authorities and the Housing Laws, un. 
der which certain investments are made 
legal for trustees, although in many cases 
the volume of these other investments is 
not large. The 1950 legislation also re. 
tained, at the request of the Surrogates, 
and made applicable to trust investments, 
the provisions of certain sections of the 
Banking law governing investments for 
savings banks. The next major step, 
therefore, at such time as it may be pos- 
sible to take it, is clearly the further 
simplification of our law. And looking 
back over the past two years in the won- 
derful light of hindsight, it is easy to 
see what form or direction that simplifi- 
cation should take. 


As the law now stands, not only can 
we be affected by legislative action with 
respect to laws other than our own, but 
we must measure against the 35% limita- 
tion of paragraph (m) all securities not 
eligible under paragraphs (a) through 
(1) of the statute, except units of a Legal 
Common Trust Fund. This means that 
in computing the proportion of a trust 
to be invested under paragraph (m) 
we must classify as (m) type securities 
certain others made lawful for trustees 
under certain other portions of our laws. 
While these securities may not be of 
major importance at this time they may 
grow in importance in the future, and it 
seems illogical and unfortunate to make 
a distinction between these other lawful 
investments and those authorized under 
paragraphs (a) through (1) of Section 
21. How much better it would be if the 
law could simply provide, in effect, for 
investment of 65% of a trust in any se 
curities authorized under any portions 
of our laws other than paragraph (m), 
with the 35% limitation of that para- 
graph applying only to securities not 
otherwise qualified under any portion of 
our law. Better still, why not remove the 
present specific statutory restrictions out- 
side of paragraph (m), leaving all in- 
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yestments subject to the over-riding rule 
of prudence, but retaining a while 
longer, if we are required to, the per- 
centage limitation of paragraph (m) 
with respect to stocks? The effect would 
be to eliminate all conflict or cross refer- 
ence between various portions of our 
laws, simplify application of the per- 
centage limitation, reduce the need for 
occasional, perhaps frequent, amendment 
of particular portions of the law as new 
situations develop, and reduce, if not 
avoid entirely, troublesome questions as 
to the technical legality of many desir- 
able issues. 

I share the hope of many others in 
the state that some day there will be 
formal legislative recognition of what is 
a demonstrable fact, namely, that the 
trustees of this state are as competent, as 
skillful, and as deserving of trust, by 
clients as well as supervisory authorities, 
as those of any one of the 24 other 
states where the unrestricted prudent 
man rule is now in force. Until that day 
comes, we shall have to be content with 
something less, but with state after state 
liberalizing its laws, with even Colorado, 
where the state constitution had previ- 
ously carried a prohibition against all 
corporate securities, swinging over com- 
pletely to the prudent man rule, with 
New York life insurance companies now 
permitted a modest percentage of stocks, 
and with our own Banking Department 
approving and advocating a moderate 
proportion of stocks for savings banks, 
the further simplification I have suggest- 
ed can hardly be regarded as unreason- 
able, and should not be too difficult of 
attainment. 


And because the use we make of what 
we have may have something to do with 
how soon we are granted something 
more, let me leave the purely legal aspect 
of our statute and say just a word 
about the manner in which we are apply- 
ing it. 

Uses of a Liberalized Statute 


Contrary to the fears and expectations 
of some of those who opposed us, trus- 
tees have not dived headlong into stocks. 
The evidence is that they are using the 
new law with considerable restraint. 

The prospect of better average income 
remains one of our major aims under 
the new law, but it is another aspect of 
its use that tempts me to a final word. 
I refer again to the continued preoc- 
cupation of many persons with the 
growth possibilities of common stocks 
in relation to the decreased purchasing 
power of the dollar. Indeed, with some 
Persons in recent years growth seems 
to have become the god of the invest- 
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ment world. While we have been reach- 
ing all-time records in practically every 
important segment of our economy, the 
dollar has been declining to its lowest 
value for 150 years. Thus it is natural 
and easy to assume in the rising trend 
of our economy and our stock market 
a protection against the declining trend 


of the dollar. 


My first suggestion, therefore, is that 
we be careful not to mistake an easy 
assumption for a reasoned conclusion. 
In the first place, growth is not some- 
thing which proceeds evenly at all times, 
among nations, industries or corpora- 
tions, or within individual industries or 


businesses. A former editor of the Lon- 
don “Economist,” making an extensive 
study of the British stock market,* is 
only telling us what we already know 
when he warns us that “At no time in 
history is it wise to assume that the 
progress of any nation will continue un- 
interruptedly, as a matter of course. All 
history gives the lie to such a compla- 
cent belief.” And it is a sobering thought, 
at this moment of prestige and power 
for our own country, that Arnold Toyn- 
bee, whose “Study of History” we were 
reading a few years ago, identified 26 


*Hargreaves Parkinson, 
(London 1944; revised 1949). 
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If your trust department is like a cluttered 
garret or cellar, do a house cleaning job. Get rid 
of what shouldn’t be there and keep the junk 


out of it. 


Make a complete list of all your holdings with 


the following data: 


No. Shs. 


Amount Security 





Grade 





held List Comments 





Use a recognized grading and have a brief 
comment made by your correspondent bank, 
your investment banker’ or your investment 
advisor. Comments should be brief — “Trust 
quality” “sub-standard” “eliminate if possible” 


“cyclical” “growth” “stable” “local situation” 


“credit preferred, will reflect business condi- 


etc. Refer to it as you review your accounts. It is 
a reminder of the importance of keeping your 
list within manageable limits. 


Our Group Plan can be of great assistance in 


this respect. 


No. Accts. On 
in which Approv. 


Address inquiries to our Philadelphia office. 


STUDLEY, SHUPERT & CO. 


Investment Counsel 


712 Provident Trust Building 
Philadelphia 3, Penna. 


tions” “bond, poor quality, too long maturity” 
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24 Federal Street 
Boston 10, Mass. 














separate civilizations, of which 16 were 
already dead and buried and all but one 
of the remaining 10, namely our own, 
in process of disintegration. Against this 
gloomy picture you remember that Toyn- 
bee himself recognized a formula for 
survival, in the ability to respond to a 
particular challenge or series of chal- 
lenges, so that I am not implying either 
that our own growth is complete or that 
it may not continue indefinitely. I am 
only suggesting that our phenomenal 
record of the past ten years should not 
obscure the longer historical perspec- 
tive. 


We might remember too that our pres- 
ent period of inflation, with the resulting 
low purchasing power of our money, is 
not the first we have ever experienced. 
Variations in the buying power of money 
are almost as old as money itself. We are 
still in the aftermath of a great war, and 
great wars have always produced infla- 
tions, followed eventually by periods of 
deflation. Again I am not implying that 
any particular pattern of the past must 
inevitably be repeated. I know impres- 
sive arguments can be marshalled against 
the prospect of a decline in our economy 
of any serious proportions. I know the 
differences between our present “new 
era” and previous “new eras.” I recog- 
rize that to a large degree our present 
inilation may be frozen into the econ- 
omy. I am only asking that we distin- 
guish between arguments and actual hap- 
penings, and I am suggesting that the 
present great discrepancy between our 
growth and the value of our money 
should not distort our viewpoint, or 
tempt us into hasty projections or easy 
generalizations for the future. It may not 
be without significance that world prices 
tended generally downward for most of 
the nineteenth century, and were con- 
siderably lower at the end of the cen- 
tury than at the beginning. Nor should 
we forget that in periods of severe de- 
pression or deflation we have been as 
much concerned with raising prices and 
actually decreasing the purchasing power 
of the dollar as we are now concerned 
with the opposite. 


As we all know, in the years during 
and after the war, industry in this coun- 
try has poured enormous sums into plant 
expansion and improvement. At the pres- 
ent time these increased plant facilities 
are important to our expanded defense 
program, but thoughtful persons have 
raised questions as to what happens 
when more of our great productive 
capacity is available for normal civilian 
uses. We already hear talk of the return 
of competition and buyers’ markets, and 
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Status of Legal Common Trust Fund 


Matter of Peck, 101 N.Y.S. (2d) 
288; Matter of Prime, 200 Misc. 410. 
Retroactive application of statute: 

Bankers Trust Co. v. Walska, N.Y. 
L.J. Apr. 7, 1952; Matter of Katte, 
N.Y.L.J. Feb. 22, 1951; Matter of 
Jesup, N.Y.L.J. May 1, 1951; Estate 
of Sydeman, N.Y.L.J. June 25, 1951; 
Matter of Hawthorne, N.Y.L.J. Jan. 


7, 1952; Estate of Moore, N.Y.L.J. 
Apr. 18, 1952; cf. Matter of Hamers- 
ly), 152 Mise. 903 (pre-1950 law); 
Estate of Westerfield, N.Y.L.J. May 
2, 1951. 


Application to specific trust pro- 

Visions : 

Matter of Hilliard, 197 Misc. 1094; 
Matter of Bankers Trust Co. (Rice), 
109 N.Y.S. (2d) 158; Matter of Ben- 
der, 105 N.Y.S. (2d) 15; Estate of 
Louchheim, N.Y.L.J. July 30, 1951; 


Estate of Saks, N.Y.L.J. June 6, 1952. 


corporate earnings are already showing 
the effects of higher costs and taxes. 


What are Growth Stocks? 


Now as even Toynbee classifies our 
own civilization as alive and vigorous, 
there is a definite growth potential in 
an ownership interest in our economy. 
The thing to be remembered, however, 
and the thing that complicates our prob- 
lem, is the simple fact that with stock 
values, as with other things, growth is 
irregular and spotty. It can stem from 
new products, from improvement or re- 
vival of old ones, from changed market 
conditions, acts of Congress, acts of God, 
or just sheer accident. It varies widely 
from issue to issue and from time to 
time. You hardly need to be reminded 
that a list of the 25 largest corporations 
in the country today would not be the 
same, in the same order, as a similar 
list compiled 50 years ago. 


And as we have a habit of speaking 
of the stock market in terms of indexes, 
it may be of interest that although the 
Dow-Jones Index of 30 Industrial Stocks 
is near its highest level for 22 years, and 
some 25% above its 1946 high, a num- 
ber of individual issues in the same index 
are actually below their levels of 6 years 
ago. The index itself is still some 100 
points below its 1929 high, but fully a 
dozen individual components of the in- 
dex, as well as the rival index of Stand- 
ard & Poor’s Corporation, have already 
exceeded their 1929 highs. Against the 
spectacular growth records of certain 
individual stocks such as du Pont, In- 
ternational Business Machines, Dow 
Chemical, and others, stands the fact 





. year if he lives long enough. 






that the stocks of such other leading coy. 
porations as American Telephone. Gep. 
eral Electric, U. S. Steel, and others, ar 
far below their previous highs, although 
the revenues, earnings, and asset value; 
of these corporations have reached re. 
ord levels. 


Moreover, even when an over-all Jon 
term growth trend is established, ther 
are wide fluctuations around it, serioy 
both in extent and duration, and thes 
interim swings can often be of more jm. 
portance to a particular investor or a 
particular investment fund than any up. 
derlying long term trend. For exampk. 
as most of us know, the Cowles Commis. 
sion studies of stock prices indicate ap 
average annual rate of growth of a little 
under 2% since 1871. But it is hardly 
much consolation to a man who lost 3 
fortune in a 1929 crash to have some 
statistician tell him not to worry, that he 
will get it all back at the rate of 2% g 


















With some persons faith in stocks as 
a hedge against inflation still stems from 
a persistent delusion that there is some 
direct and inevitable connection between 
stock prices on the one hand and general 
prices or the cost of living, on the other, 
I do not contend, of course, that there 
is never any parallel movement. For ex. 
ample, over the past 10 or 12 years it 
is true that all have moved substantially 
higher, but not always at the same rate 
or at the same time, and the record for 
the past 75 years fails to reveal any 
close or consistent correspondence. Even 
when plotted on the basis of long term 
moving averages, in order to level out 
intermediate fluctuations, stock prices 
and commodity prices have seldom 
moved in step with each other. The study 
of British stock prices mentioned previ: 
ously dealt with this assumed relation- 
ship, and although recognizing a gener 
ally rising trend for stock prices during 
the period under study, took pains to 
point out that “Changes of gradient in 
the price trend do not synchronize with 
changes in the share trend *** the} 
steepest rise in the share curve is ass 
ciated with the stationary phase of the} 
commodity price curve — rising equity J 
values, that is the prices of industrial risi 
bearing capital, were not merely a func J 
tion of the changing value of money.” 





Self-Questioning 


One of the things trustees should df 
about this problem of purchasing pow 
is ask ourselves a few questions. Whos 
purchasing power is to be preserved, the 
life tenant’s or the remainderman’: 
Purchasing power and asset values ofte 
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move in opposite directions. Moreover, 
securities with outstanding growth char- 
acteristics often yield little current in- 
come, and a life tenant may not be will- 
ling to wait or may not live long enough 
to reap the ultimate rewards of that 
growth. Are we to have a separate pur- 
chasing power standard for each irust, 
depending upon the time established and 
the level of a price index at that time? 
Would we endeavor to maintain purchas- 
ing power at the 1933 level, one of the 
high points of recent years, for a trust 
established then, but only at the 1952 
level for one established at the present 
time? Are we satisfied that our present 
price, or cost of living, index, carefully 
constructed as they are, would be a 
dependable and equitable measure of 
performance? Indexes are revised from 
time to time, and the individual com- 
ponents of an index may vary in im- 
portance for different individuals. Fur- 
thermore, even these indexes are com- 
puted in terms of money. 


Be it understood I am emphatically 
not indifferent or complacent about the 
present low buying power of our money. 
If I had been, I would not have put so 
much time and energy into the effort to 
broaden our field of operations. But as 
long as we talk in terms of protection 
and “hedges” against inflation, we are 
dealing with symptoms and palliatives, 
and not with cures. Fluctuations in pur- 
chasing power are rooted in the cyclical 
nature of our economy and in the infla- 
tionary impact of costly wars. These are 
problems for all of us, for our govern- 
ment and our business leaders, and not 
alone for trustees. 


Meanwhile, what we can ask for trus- 
tees is freedom and mobility to deal 
with the problems of this troubled and 
changing world. And what we can ask of 
trustees is this: Let us remember our 
firmly established function, affirmed and 
reafirmed in a long line of judicial de- 
cisions primarily as conservers, rather 
than creators, of capital. Let us remem- 
ber that this god of growth is a fickle 
and capricious deity, not one whose 
favor can be taken for granted, but 
rather one who must be _propitiated 
plentifully, with unfailing diligence, 
careful selection, and modest expecta- 
tions. Let us remember that growth, 
while a legitimate objective and a de- 
sirable ingredient in an investment pro- 
gram, is hardly to be relied upon as a 
complete and dependable substitute for 
the stability of the contractual as against 
the partnership type of security. A con- 
tract that returns your money from time 
to time, so that you may take a fresh 
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look at the investment field, still has its 
place as a major. reliance of fiduciary 
investors. Let us be careful about 
singling out trustees as the one group in 
the community which should be placed 
under some special obligation to ac- 
complish what so few people in so few 
places have ever accomplished with com- 
plete or uniform success. And in the free- 
dom of choice and action we have won, 
let us be careful about assuming, be- 
cause of what my British author has 
described as “some mystical property in 
the ordinary share itself,” that here lies 
the answer to all our problems. 


Two years ago we took a long step 
forward in this state. We removed New 
York from that small and ever diminish- 
ing minority of states still restricting 
trustees to bonds. We do not want that 
step to be our last. We found widespread 
and active support for what we did at 
that time, but there were some who were 
sceptical and others who were opposed. 
We want to demonstrate beyond ques- 
tion, to all those who were with us as 
well as to the few who at that time were 
against us, that we are reasonable and 
moderate men, that we fully deserve and 
can be trusted to use properly all the 
latitude we have been granted, and more. 
We have set our feet in the direction of 





progress. Let us not run so last that we 
stumble, but let us not turn back. 


A AA 


Savings Banks Form 
Mutual Fund 


With the filing of incorporation 
papers with New York’s Secretary of 
State, in the last week of October, the 
Institutional Investors Mutual Fund, 
Inc., became a reality. Organized by the 
savings banks of New York pursuant to 
enabling legislation enacted earlier this 
year permitting investment of a small 
percentage of their assets in common 
and preferred stocks, this open-end fund 
will serve as an investing medium for 
such savings institutions as choose to 
use its services. It will be registered with 
and subject to the regulations of the 
Securities and Exchange Commission. 


J. Wilbur Lewis, president of Union 
Dime Savings Bank of Brooklyn, is the 
president. Alfred C. Middlebrook, vice 
president of the East River Savings Bank 
of New York, is executive vice president; 
E. Henry Powell, executive secretary of 
the New York Savings Banks Associa- 
tion, secretary, and William H. Harder, 
vice president of the Buffalo Savings 
Bank, treasurer. 


The 
Bond Fund 


OF BOSTON 


Massachusetts \nvestors Trust 


MASSACHUSETTS INVESTORS 
GROWTH STOCK FUND 


-Doston Fund 


Century Shares [rust 


CANADA GENERAL FUND 


A prospectus relating to the shares of any of these separate 
investment funds may be obtained from authorized dealers or 


’ANCE, SANDERS & COMPANY 


111 DEVONSHIRE STREET 
BOSTON 


NEW YORK 
61 Broadway 





CHICAGO 
120 South LaSalle Street 


LOS ANGELES 
210 West Seventh Street 
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THE TIME TO 


“High” Stock Markets - 


START A COMMON TRUST FUND? 





A Symposium — Part 2 


MarinE Trust Co. of Western New 
York, Buffalo 


Although there have been obstacles to 
establishing Common Trust Funds due 
to the high market values prevailing in 
1950, we established both our Discre- 
tionary and Legal Funds in that year. 
Our experience relative to these Funds 
since their establishment shows 196 in- 
dividual trusts now participating (103 
in their entirety) in the Discretionary 
Fund compared to 70 in May 1950 and 
132 (88 in their entirety) in the Legal 
Fund compared to 59 in July 1950. Re- 
flecting the raising of the eligibility to 
$100,000 participation limit, the number 
of units per trust more than doubled in 
the Discretionary Fund from 83 to 195 
and increased from 141 to 212 units for 
the average participating account in the 
Legal Fund. The Discretionary consider- 
ably outdistanced the Legal Fund in vol- 
ume growth from $582,400 to $3,924,- 
542 in the former and from $834,600 to 
$2,851,963 in the latter. By the estab- 
lishment of our Common Trust Funds, 
we were able to eliminate 2,309 security 
items which in itself effects a measure 
of economy. 


While I cannot say it is the result of 
the establishment of these Funds that 
we have been able to eliminate any of 
our help or effect a saving of expense 
otherwise, I do not think there is any 
question but that as a result of having 
these Funds we have been able to absorb 
a greater volume without adding more 
help; and in due time we should be able 
to enjoy a considerable saving of ex- 
pense. 


Carlton W. Fechnay, 
Assistant Vice President 


CuHaseE NATIONAL Bank, New York 


Reluctance to establish a common 
trust fund because of the current level of 
the stock market, while understandable, ' 
is nevertheless subject to offsetting con- 
siderations. It may be assumed that the 
quality of issues to be used in the com- 
mon trust fund would compare favor- 
ably with that of issues now held in in- 
dividual trusts, and that therefore the 
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common trust fund portfolio should not 
be expected to react any more unfavor- 
ably than, if as much as, present indi- 
vidual trust holdings, in the event of a 
market decline. 


As to capital gains, when these are 
substantial it is frequently possible to 
accomplish the replacement of present 
holdings of a trust with common trust 
fund units over a period of several years, 
so that the gains are taxable in the lower 
brackets. While this results in somewhat 
more work than replacement in one 
operation, the ultimate objective can be 
achieved with minimum penalty to the 
account. 


The fear that future changes in the 
security market will result in unit values 
below the original is no doubt something 
of a deterrent to the establishment of 
common funds by some corporate trus- 
tees. However, since the fund portfolio 
may reasonably be assumed to reflect 
the best judgment of the investment 
committee of the trustee, there is no rea- 
son to expect that declines in common 
fund unit values would be greater than 
would be the drop in market values of 
the securities which were sold from a 
participating trust to acquire such units. 
No corporate trustee would ever expect 
current market values of individual trust 
portfolios always to be in excess of their 
inventory values, and by the same token 
should not be too greatly distressed if 
over a period common trust fund unit 
values should sometimes show decreases. 


It has been our practice, and we be- 
lieve it has been customary for other 
corporate trustees, before placing units 
of a common trust fund in a trust, to 
explain to the parties interested the na- 
ture and purposes of a common trust 
fund. In our experience there has been 
very little confusion with Mortgage Pool 
investments. 


The initial cost of screening accounts 
and processing those selected for partici- 
pation in a common trust fund must be 
recognized. Nevertheless, there seems 
little doubt that once this work has been 
completed the operational savings are 
substantial and continuing. 








The foregoing makes it quite clear, | 
think, that we are well satisfied with the 
operations of our common trust funds 
and have no hesitancy in recommending 
their consideration by others. 


Ernest Keiter, Vice Presiden 


City BANK Farmers Trust Co. 
New York 


I think the October 1950 article is 
quite comprehensive and I do not know 
of any experience we have had that 
would cause me to recommend any 
change in your conclusions. 


G. C. Barclay, Vice President 


GuARANTY Trust Co. of New York 


I see nothing particular to add to your 
October 1950 article except that many 
trust officers do not realize how small the 
tax is on capital gains in the ordinary 
irrevocable trust. The usual 26% that 
comes to everyone’s mind in connection 
with the capital gains tax is far in excess 
of the rate to which any small trust 
would ever be subject. For example, due 
to the alternative method, the rate ona 
$20,000 capital gain would be only 
1444%. On the almost unimaginable 
$50,000 capital gain the rate would be 
22.4%. 


One other phase of this question that 
warrants some comment is the unfor- 
tunate happenstance (I believe it is noth- 
ing more than that) of the $100,000 lim- | 
itation. Why need there be any limita- 
tion? If it were removed it would open 
a new use of common trust funds which 
does not exist today. I do not refer to 
the possibility of putting bigger trusts 
into such a fund, but the possibility of 
putting larger segments of certain trusts 
into common trust funds. For example, 
think of the tremendous advantage to the 
trusts and to the trust companies if 4 
common trust fund solely for municipal 
bonds could be created. In most large 
trust companies this would eliminate 
many thousands of items and would per 
mit the purchase of entire issues at ad- 
vantageous prices. 


Kingsley Kunhardt, Vice President 
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Tue HANOVER Bank, New York 


It seems to me that you covered the 
subject very thoroughly in the October 
1950 issue and a revision at this time 
probably cannot avoid containing much 
repetition. Nevertheless, it is an impor- 
tant subject and another article might be 
helpful. 

There is no question that to many 
trustmen one of the most important de- 
cisions to be reached, in establishing a 
common trust fund, is that of timing. 
These individuals are quite properly 
concerned over the possibility of starting 
their fund at or close to the top of the 
market, with the result that their stock 
investments may subsequently show 
large unrealized losses and the principal 
value of the unit may sell at a discount. 


Actually, most trustmen agree that it 
is relatively unimportant when a com- 
mon trust fund is established, whether 
it be at a high point in the market or at 
a low point. There are problems to be 
solved, regardless of the timing. A trust 
investment committee, in liquidating se- 
curities of a trust when the market is 
depressed, in order to participate the 
trust in the common trust fund, is usual- 
ly faced with the problem of establishing 
substantial losses. If the market is high, 
to be sure profits will undoubtedly have 


’ 


trust 
services 


to be taken and the units will be ac- 
quired at a relatively high price. Never- 
theless, the more satisfactory diversifica- 
tion will probably provide greater stabil- 
ity than the small trust could obtain 
through a few individual issues. The 
problem of establishing large taxable 
profits in order to participate in a com- 
mon trust fund can usually be solved by 
making the change in two or more bites, 
extending over two or more years. 


The important requirement in estab- 
lishing a common trust fund at a high 
point in the market is to be sure that 
over a period of years there will be a 
continuous flow of funds from additional 
trusts to permit averaging down the 
inventory prices of those securities ac- 
quired at high levels. While similar re- 
sults can be accomplished in smaller 
common trust funds which have been 
fully participated, by keeping a portion 
of the funds invested in short term ma- 
turities to provide for reserve buying 
power, the fact remains that the most 
certain method of effecting dollar aver- 
aging is to have a steady flow of new 
funds for investment purposes. In short, 
if the contemplated common trust fund 
is to be a growing one, there are no 
more problems to be met in establishing 
the fund at a high point in the market 


than there are at depressed market levels. 
H. B. Pease, Assistant Vice President 


CLEVELAND Trust Co. 


Even after reconsideration and the 
benefit of hindsight I do not think I 
would be inclined to change the opinions 
expressed two years ago. Our experience 
since then has merely served to increase 
our recognition of the merits of our 
common fund. As to those ‘who hesitated 
to establish a fund two years ago be- 
cause of market conditions, they prob- 
ably are faced today with an even more 
aggravated situation. If the common 
fund is indicated in any given situation, 
I certainly would go ahead and set it up 
rather than speculate on the possibility 
of seeing more propitious market condi- 
tions in the relatively near future. 


Of course in all our thinking on this 
subject it should be kept in mind that 
the bank establishing a common fund 
has complete discretion as to the invest- 
ment make-up of the fund and as to the 
participation or non-participation of in- 
dividual trusts. While there may be re- 
luctance to invest certain existing trusts 
in a common fund because of special 
considerations, that should not preclude 
the establishment of a fund and making 
its benefits available, for example, to a 





\ Viren you need a fiduciary in Chicago, American 


National Bank and Trust Company stands ready to 


serve your requirements fully and efficiently. The 


experience and friendly co-operation of our Trust 


officers can help you achieve your purpose, for 


individuals, estates or corporations. You are cordially 


invited to call or write about any of our trust 


department services, or your own particular problem. 


American National Bank 
and Trust Company of Chicago 
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IB Mi internaTionat BUSINESS 


trave mark MACHINES CORPORATION 
590 Madison Ave., New York 22 


The 151st Consecutive 
Quarterly Dividend 


The Board of Directors of this Corporation has 
this day declared a dividend of $1.00 per share, 
payable December 10, 1952, to stockholders of 
record at the close of business on November 
18, 1952. Transfer books will not be closed. 
Checks prepared on IBM Electric Punched 
Card Accounting Machines will be mailed. 

A. L. WILLIAMS, Vice Pres. & Treasurer 
October 28, 1952 


IBM INTERNATIONAL BUSINESS 
MACHINES CORPORATION 


TRADE MARK 500 Madison Ave., New York 22 
The Board of Directors of this Corporation has 
this day declared a stock dividend at the rate 
of five shares for each 100 shares held, to be 
issued January 29, 1953, or as soon thereafter 
as practicable, to stockholders of record at the 
close of business on January 5, 1953. Transfer 
books will not be closed. 

A. L. WILLIAMS, Vice Pres. & Treasurer 
October 28, 1952 
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NATIONAL BANK 
OF DETROIT 


32 BANKING OFFIGES 


Member Federal Deposit Insurance Corporation 





small new insurance trust which neces- 
sarily must be invested at today’s market 
levels. 


E. T. Bartlett, Vice President 


FIDELITY-PHILADELPHIA TrRuUsT Co., 
Philadelphia 


Your article of October 1950 gener- 
ally covers the situation as it exists to- 
day, and the reasons advanced for “No 
Fund” in the recent article were the 
same reasons we have been hearing for 
some years. 


On July 31st, 1952, we completed the 
15th year for our Discretionary Fund. 
During the year we took into the Fund 
$8,600,000 of new money, all of it at a 
relatively high level of the market. A 
little over a year ago, factors to be con- 
sidered in increasing the participation, 
or taking new participations into the 
Fund, were outlined as follows: 


1. Maintain good will of beneficiaries, 
co-trustees, etc. 


2. Income requirements of the parti- 
cular trust 


3. Present makeup of account — per- 
cent in various classes of securi- 
ties — quality of individual securi- 
ties 

4. Cost of securities — Will capital 
gains tax have to be paid — offset- 
ting losses, if any? 

5. Present value of account compared 
with accounting value 


6. Probable life of trust 


7. Average cost of units now in the 


Fund. 


It seems to me that there is very little 
difference in our increasing our partici- 
pation or taking in new trusts during the 
past year than if we had started a Fund 
a year ago. We examined each account, 
considering the factors enumerated 
above, before increasing the participa- 
tion. This was a continuation of our per- 
sonalized investment policy; the idea of 
increasing the participation by mass re- 
view methods has never been enter- 
tained. It so happens that while I have 
been dictating this letter an account has 
come to my attention increasing its par- 
ticipation in our Fund. This account has 
a current market value of about $120,- 
000 of which approximately $58,000 is 
common fund. The program is as fol- 
lows: 


Recommended 
Sales 


100 shs. Socony 
Vacuum Oil 
(300 shs. held) 38 
100 shs. Inter- 
nat’] Nickel __. 47 


Approximate Estimated 
Market Appraisal Income 


$ 3,800 $ 1,053 $200 


4.700 4,411 221 





$5,000 Southern 
Pacific 444s, 








1969 _._. 102% ~=5,125 5,125 225 
Exchange 
$3,000 Series “G” 
21%4-6/1/58 100 3,000 3,000 75 
$16,625 $13,587 $72] 
Less local taxes 78 
$643 
Recommended Purchase 
$16,600 Discretionary 
Common Trust Fd. $16,600 $664 


Capital Gains Tax incurred $315.02. 


Our Common Trust Fund at the pres. 
ent time has about 50% common and 
50% fixed income securities, and we are 
selling securities from the trust in ap. 
proximately the same proportion. Yoy 
will also observe that the 300 shares of 
Socony make up about 10% of the 
Trust. In view of this and the current 
level of the market, we feel that some 
reduction is in order. The income shows 
a slight increase, and certainly the capi. 
tal gains tax is very small. 


In reading articles as to why some 
banks do not wish to establish common 
trust funds, I have gathered the impres- 
sion that all the securities from accounts, 
or as many as possible, should be sold 
at the initial review, and the money 
placed in the Fund. We do not subscribe 
to this policy. In the above account our 
first participation was made in 1942, 
and it has been increased from time to 
time until now it has a market value of 
about $58,000 and a cost of about $47, 
000. 

Thomas L. Ralph, Vice President 


GrraRD Trust Corn EXCHANGE Bank, 
Philadelphia 


Since we are regularly faced with the 
problem of investing individual trust ae- 
counts in both high and low markets, we 
are not sympathetic to the viewpoint of 
those banks which have deferred estab- 
lishing common trust funds because they 
believe that the market is high. 


Except for the Capital Gains tax fac: 
tor, there is no better time to liquidate 
individual trust accounts for investment 
in a common trust fund than when all of 
the items are selling at or above their 
cost price. Unless the common trust fund 
is to be a static, rather than a growing, 
one, the years ahead will permit the 
averaging of all of the investments. It is 
also possible to make a gradual transfer 
of funds from the existing trust account 
to the common trust fund and thus avoid 


having any fixed period used as a basis 


for judging future performance. Since 


all of the securities are not high at the J 
same time, it is possible, by means o f 
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selectivity, to invest a fund in the present 
market at relatively fair values. 


We are, frankly, more inclined to be- 
lieve that the reluctance to establish a 
common trust fund at the present time 
is based on some other reason than the 
excuse that the present market is high. 


T. Wesley Matthews, Vice President 

















American-Standard 


PREFERRED DIVIDEND 
COMMON DIVIDEND 


A quarterly dividend of $1.75 per share 
on the Preferred Stock has been declared, 
payable December 1, 1952 to stock- 
holders of record at the close of business 
on November 21, 1952. 

A dividend of 25 cents per share and a 
special dividend of 25 cents per share on 
the Common Stock have been declared, 
payable December 15, 1952 to stock- 
holders of record at the close of business 
on November 21, 1952. 


AMERICAN RADIATOR & STANDARD SANITARY 


CORPORATION 


JOHN E. KING 
Vice President and Treasurer 








THE FLINTKOTE COMPANY 


30 ROCKEFELLER NEW YORK 20, 
PLAZA N.Y. 


A quarterly dividend of $1.00 per 
share has been declared on the 
$4 Cumulative Preferred Stock 
payable Dec. 15, 1952 to stock- 
holders of record at the close of busi- 
ness Dec. 1, 1952. 

A quarterly dividend of $.50 per 
share and a year-end dividend of $.50 
per share has been declared on the 
Common Stock payable Dec. 10, 
1952, to stockholders of record at the 
close of business Nov. 25, 1952. 


CLIFTON W. GREGG, 
Vice-President and Treasurer 


Nov. 5, 1952 
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THE TEXAS COMPANY 
201st 


Consecutive Dividend 
and Extra Dividend 


A regular quarterly dividend of 
seventy-five cents (75¢) per share 
and an Extra dividend of thirty 
cents (30¢) per share on the Capi- 
tal Stock of the Company have been 
declared this day, payable on De- 
cember 10, 1952, to stockholders of 
record at the close of business on 


November 7, 1952. 


The stock transfer books will re- 
main open. 








Rosert FISHER 


October 24, 1952 Treasurer 
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PROVIDENT Trust Co., Philadelphia 


The Common Trust Fund article in 
Trusts AND Estates for October 1950 
still appears to be a good presentation 
of the main problems of common fund 
participations. I think an average mar- 
ket level may be more ideal for starting 
a common trust fund than a high or a 
low level. It is, however, difficult to 
judge what is average, and I think this 
point may easily be overemphasized. 


If a trustee is convinced that the se- 
curity market is on a dangerous pin- 
nacle, the Company may be justified in 
delaying establishment of a fund, or bet- 
ter yet, in investing the new fund in Gov- 
ernment bonds or other relatively stable 
securities. Under such conditions, this 
would be the same course as indicated 
for the separate investment of individual 
trusts. 


We have built up our two common 
trust funds to a present value of 
$58,000,000 and wherever practicable 
have invested entire accounts in them. 
About 40% of our total number of 
Trusts and Guardian accounts have no 
other investment. We are inclined to 
assume that all small and moderate-sized 
trusts with Pennsylvania jurisdiction 
should utilize the Funds as much as pos- 
sible unless there are adequate reasons 
to the contrary, such as: 


1. Trusts over $150,000 can generally 
obtain broad diversification by sep- 
arate investment and as amounts 
increase over $100,000 co-trustees 
and beneficiaries see less need for 
common trust fund participation. 


2. Trusts which can use tax exempt 
securities do not ordinarily benefit 
from common fund participation. 

3. In individual instances it may ap- 
pear inadvisable to liquidate securi- 
ties which are low in price or for 
which there is very little market, or 
to sell securities which yield well 
above the common trust fund aver- 
age yield; or to register gains on 
sales which result in significant tax 
liability unless it would be prudent 
to register such gains regardless of 
proposed common trust fund parti- 
cipation; or to register losses 
which would be difficult to justify 
in a later accounting, although 
there should seldom be trouble 
with moderate losses. 

4. Some instances in which benefici- 
aries and co-trustees register objec- 
tion or reluctance make it not 
worth while to incur ill will. 


5. In some trusts there may be 
grounds for an investment policy 





SOCONY—VACUUM 
OIL COMPANY 


INCORPORATED 


Dividend 
No. 167 


October 
28, 1952 


The Board of Directors today 
declared a quarterly dividend of 
50¢ per share on the outstand- 
ing capital stock of this Com- 
pany, payable December 10, 
1952, to stockholders of record 
at the close of business Novem- 
ber 7, 1952. 


W. D. BickHaM, Secretary 


Unton CarBIpE 


AND CARBON CORPORATION 


UCC) 


A quarterly dividend of fifty cents 
(50¢) per share and a special divi- 
dend of fifty cents (50¢) per share 
have been declared on the out- 
standing capital stock of this Cor- 
poration. These dividends, total- 
ling one dollar ($1.00) per share, are 
payable in cash December 1, 1952 
to stockholders of record at the 
close of business November 7, 1952. 


KENNETH H. HANNAN, 
Secretary and Treasurer 


Southern California 
Edison Company 


DIVIDENDS 


CUMULATIVE PREFERRED STOCK 
4.08% SERIES 
DIVIDEND NO. 11 


CUMULATIVE PREFERRED STOCK 
4.88% SERIES 
DIVIDEND NO. 20 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 

2514 cents per share on the 
Cumulative Preferred Stock, 
4.08% Series; 

3014 cents per share on the 
Cumulative Preferred Stock, 
4.88% Series. 

The above dividends are pay- 
able November 30, 1952, to 
stockholders of record Noveni- 
ber 5, 1952. Checks will be 
mailed from the Company's 
office in Los Angeles, Novem- 
ber 30, 1952. 


P.C. HALE, Treasurer 
October 17, 1952 
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EST’D 1882 


THE OLDEST TRUST COMPANY 
| IN CANADA, SPECIALLY EQUIP- 
PED TO ACT IN ALL TRUST 


AND AGENCY CAPACITIES 


The 


Toronto 
General Trusts 
Corporation 








WE INVITE YOUR INQUIRY 


HEAD OFFICE TORONTO BrANCHES iN 


OTTAWA, MONTREAL, WINDSOR, WINNIPEG, REGINA, 
SASKATOON, CALGARY, EDMONTON, VANCOUVER 





Safe Deposit 
and 
Trust Company 


OF BALTIMORE 


Services rendered by this organ- 
ization include the following: 


Administrator + Executor + Trustee 
Agent for Individuals and Corpora- 
tions « Guardian « Transfer Agent 
and Registrar - Trustee of Corporate 
Mortgages + Receiver +« Depositary 


Under Plans of Reorganization 





13 South Street, Baltimore 2, Md. 
In the Trust Business Since 1876 


























that will produce more than aver- 
age income even though the risk is 
greater. 


6. Trustees powers in the instrument 
may be inadequate. 

7. In particular cases, there may be 
reasons for an investment policy 
different from that followed in the 
common trust fund. On the other 
hand, consideration of a possible 
participation may raise pertinent 
questions as to whether a different 
individual account policy is fully 
justified. 


I am not inclined to believe that a 
substantial amount of unrealized gains 
will cause much difficulty from capital 
gains tax standpoint. It may be good 
management practice to realize some 
gains each year, thereby spreading tax 
for all accounts in small amounts and 
thus avoiding possible criticism of hav- 
ing new accounts buy into extraordinar- 
ily large tax liability. If taxes are paid 
on capital gains during the life of the 
trust, there is a possible offsetting loss 
when the units are eventually withdrawn. 


From our experience of a dozen years’ 
operations there is no question about 
substantial savings resulting from the 
use of a common trust fund provided the 
trustee looks for savings not only in the 
area of investment management but also 
in the group handling of many other 
functions, including the administrative 
assignment of accounts, tax records, re- 
mittances, auditing and other opera- 
tions. 

S. Francis Nicholson, 
Assistant Vice President 


PeopLes First NATIONAL BANK 
& Trust Co., Pittsburgh 


Your question concerning the advisa- 
bility of starting a Common Fund under 
present market conditions is of particu- 
lar interest to us since on July 20, 1952, 
we formed a new Fund limited to invest- 
ments which meet the “legal” require- 
ments established by the Pennsylvania 
Legislature. As the result of recent leg- 
islation this “legal” prescription has 
been extended to include a limited per- 
centage of common stocks which meet 
certain requirements. 

We were not inclined to postpone the 
beginning of this Fund because of the 
relatively high level of the stock market. 
The following considerations were im- 
portant factors in our decision: 

(1) By careful selection of common 
stocks, the Fund can be made to pro- 
duce a satisfactory income without pur- 
chasing the maximum permissible 








amount of equities. Thus some leeway 
is given for averaging down purchases 
in the event the stock market should 
move to lower levels. 


(2) Selection of the types of common 
stocks can lessen the risk of substantia] 
depreciation. For example, defensive is. 
sues such as banks, foods, utilities. and 
tobaccos, and growth issues which do 
not appear to have been’ over-exploited 
seem to us to offer the chance of avoid. 
ing wide fluctuations in maintaining 
capital over a period of time. 


(3) Continual accretions to the Fund 
as new accounts come in or as Cash is 
generated in present accounts (“G” 
bond maturities, mortgage payments 
etc.) will enable us to “average down” 
on our common stock purchases in the 
event of a sharp market decline. Thus, 
over a period of years, the unit value 
of the Fund should show appreciation 
even though the initial admissions may 
have been made at a time of relatively 
high stock prices, 


(4) We do not believe we should at. 
tempt to predict the course of the stock 
market. Naturally, after a prolonged ad- 
vance in the market, we are inclined 
to invest less in stocks than we would 
if the market were in an historically low 
area. We feel, however, that in main- 
taining sufficient reserves to purchase 
stocks at a later date, we are doing all 
that conservative investment practices 
demand. 








































(5) Each trust must be considered as 
an individual problem. In some trusts 
where it would be necessary to pay 
heavy capital gains tax penalties if 
stocks were sold such action might be 
deferred. In others, the prospective gain 
in greater stability of principal and in- 
come may compensate for the tax cost. 

We feel that the advantages which the 
Common Fund offers to the beneficiaries 
and to the trustee are sufficiently great 
that they offset the risk involved in 
placing a portion of the assets in com- 
mon stocks at today’s level. 


H. R. Byers, 
Assistant Vice President 


A AA 

The Committee on Investments of the 
Savings & Mortgage Division of the 
American Bankers Assn. of which John 
W. Kress, Executive Vice President, 
Howard Savings Institution, Newark, is 
chairman, reports that studies are in 
progress for the analysis of the quality 
characteristics of public utility bonds, 
as well as preparation of a survey o 
state investment laws regulating legal 
investments for savings funds. 
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Women’s Finance Forum meetings on 
four Monday evenings in October were 
sponsored by Union National Bank, 
Springfield, Mo. The sessions were held 
at Drury College. 


A four session Women’s Finance 
Forum on Wednesday afternoons in 
October was conducted by American Se- 
curity and Trust Co., Washington, D. C., 
using officers of the bank as speakers. 
The sessions were held at half past two 
in the board room of the bank. 


With the backing of the Association 
of Bank Women a finance forum has 
been sponsored for the second time by 
Woodward & Lothrop’s store in Wash- 
ington, D. C. The forum was conducted 
for women with out-of-town women 
speakers, and was held in the Bethesda 
branch of the store during October. 


Currently the Howard Savings Insti- 
tution, Newark, N. J., is conducting a 
series of four Wednesday evening meet- 
ings on “Women and Money,” the ses- 
sions being held in a school near the 
bank’s Vailsburg office. Speakers are 
banking and business women from other 
communities. 


A one session Forum for Women from 
Raleigh, N. C., and nearby cities was 
sponsored by Wachovia Bank & Trust 
Co. More than 400 women listened to 
the address by New York attorney Jos- 
eph Trachtman and took part in the 
question and answer period that follow- 
ed. Another one day program was spon- 
sored by the National Bank of Com- 
merce, Norfolk, Va. The theme for the 
day was “Planning Your Family’s Fu- 
ture,” and the women were invited to 
the Norfolk Yacht and Country Club for 
two morning sessions, luncheon, and an 
afternoon session on wills, trusts and 
taxes at which four local attorneys made 
up the panel, with an officer of the bank 
as moderator. 


Attorneys, life underwriters, accoun- 
tants and investment brokers were in- 
vited by The Twentieth Street Bank, Hun- 
tington, W. Va., to a Saturday meeting 
and luncheon devoted to Estate Planning. 
The morning session and luncheon drew 
125 guests from these professions. The 
bank considered the meeting so success- 
ful that plans already are being formu- 
lated for future similar events. Speakers 
were from other cities — a trust officer, 
a life insurance counsellor, and Gilbert 
Stephenson, who on this occasion repre- 
sented the attorneys. 


848 





FORUM ROUND-UP 


A Women’s Finance Forum presented 
by Central Trust Co., Cincinnati, in 
sketch form based on a _ hypothetical 
family, and entitled “The Problem” con- 
cluded its second meeting on Novem- 
ber 13. The sketches were presented by 
members of the bank’s own staff before 
an intentionally limited audience of 125 
women in the Queen City Club. 


Some 250 life underwriters enrolled 
this autumn for the seventh annual es- 
ta.e planning series conducted by Girard 
Trust Corn Exchange Bank in Philadel- 
phia. These meetings on Trust Funda- 
mentals are held periodically through 
the winter at the Midway Club under 
the direction of the bank’s vice president 
Robert E. MacDougall. The first session 
of the current series convened on Wed- 
nesday morning, October 15. 


¢ 


A Finance Forum for Women in St. 
Paul, Minn., on four Tuesday evenings 
in October, was sponsored by American 
National Bank. To provide for those 
who find the evening hour difficult, a 
morning session at ten o’clock was held 
on the same days, both sessions meeting 
in the Ryan Hotel. Widespread interest 
in last year’s forum, according to bank 
president Rollin O. Bishop, led to the 
holding of this October series. 


The state-wide program of United 
States National Bank, Portland, Ore., 
reported in August (page 587) was 
picked up again for the autumn sessions 
commencing in Roseburg, October 7, 
and concluding in Portland, November 
19, 


A crowd of 1,000 women, necessitat- 
ing the use of a theater, attended the 
four Wednesday sessions of a forum 





Speakers at Estate Planning Forum for pro- 
fessionals sponsored by The Twentieth Street 
Bank, Huntington, W. V. Left to right: 
Warren T. Hackett, vice president and trust 
officer, Huntington National Bank, Colum- 
bus, Ohio; Gilbert T. Stephenson, past di- 
rector, Graduate School of Banking, Trust 
Research Department; Robert W. Hamilton, 
counsel, Penn Mutual Life Insurance Co. 


sponsored by First National Trust & 
Savings Bank, San Diego, Cal. Speakers 
included Allan Herrick, adv. mgr.. Se. 
curity-First National Bank, Los Ap. 
geles; John W. Yates, Mass. Mutual Life 
Insurance Co., Los Angeles; Thomas M. 
Hamilton, attorney; Howard D. Mills, 
investment and economics consultant, 
Bank vice president George W. Sears 
sent invitations to 2,500 women, ex. 
pected 500 replies, received 1,350 re. 
quests for tickets. 

“Trust Functions In a Country Bank,” 
presented by Thomas P. Patterson of 
Gunn, Rasch & Gunn, counsellors for 
Union Bank & Trust Co., Helena, Mont, 
was one of the subjects included in the 
second annual Federal Reserve Forum 
conducted in that city on September 
19-20. 

The autumn forum of Millikin Nation. 
al Bank, Decatur, IIl., is scheduled to 
meet in the Masonic Temple on four 
successive Thursdays, beginning Octo. 
ber 23rd. There will be afternoon and 
evening sessions for the greater con. 
venience of the guests, and a half hour 
organ recital will precede each session, 
Last year the attendance averaged 800 
women per lecture. 


A A A 


Insurance Firm Holds 
Planning Forum 


J. D. Marsh and Associates, Washing. 
ton, D. C., estate planning firm, were 
hosts to over 300 lawyers, accountants, 
trust officials and corporation officers on 
October 20th, at their first Annual Es 
tate Planners’ Forum at the Statler Hotel. 
William J. Casey, nationally known New 
York attorney, President of Business Re- 
ports, Inc., and author of many articles, 
stated that inflation swells the paper 
value of the business and this increases 
the estate tax liability against that bus- 
iness. Heavy income tax rates strip the 
owners of cash resources necessary to 
meet the liability. Faced with this 
squeeze the owners all too frequently 
are forced to sell or merge during their 
life or expose their family to the risk 
of forced sale after their death. 

Milton Young, partner in the New 
York law firm of Young, Kaplan and 
Edelstein, spoke on inter-vivos arrange 
ments among stockholders. Mr. Young 
discussed in detail the income tax. and 
provisions of buy-and-sell agreements. 

Denis Maduro, noted New York at 
torney, lecturer and author, concluded 
the Forum by discussing the important 
factors that should be considered in de 
ciding whether to retain corporate stock 
in the family. 
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Attention Arresters 
in Trust Ads 


“People Are Saying . . .” and what 
they are saying about Canada Trust Co. 
is to be found in a paragraph of a letter 
received from an Ontario widow and 
quoted in the ad. The letter speaks of 
the Company’s “kindness, squareness 


PEOPLE ARE SAYING... 


file in our Chatham office. 


This excerpt from en unsolicited letter written by @ widow ino 
smell Onterio town is typical of many received by our Trust 
Officers. “What people are saying” is always @ good meesure 
of the value of @ service. 
Estate planning, as well os estate odministration, is pert of our 
service. You are invited to discuss your estate pions with one of 
our Trust Officers—witheut obligetion. 


THE CANADA TRUST COMPANY 





and understanding” in dealing with 
young Beverly who has just returned 
from camp. The ad builds on the im- 
pression of friendliness thus created by 
suggesting an estate planning discussion 
with the reader. The woman’s picture 
in the upper corner, while certainly not 
that of the real letter writer, is pleasing 
and attracts attention. 


“Add up your estate.” This advice, 
fitted into the hither and yon sides of 
a plus sign, is implemented by sugges- 
tions about assets to be included and 
leads to Rockland-Atlas National Bank’s 
(Boston) recommendation for getting 
busy on an estate plan. While there are 
no pictures, the unusual layout of the 
heading arouses one’s curiosity. 


“Stake Your Claims in Nevada” reads 
the sign held by a somewhat weird 
“man” in the illustration of a First Na- 
tional Bank of Nevada, Reno, ad. The 
bank develops the theme of tax advan- 
tages in Nevada, “a state where people 
are still proud of a man who can ‘make 
his pile.”” The illustration draws the 
eye by its very oddity, and the heading 
— “Frontier state has old fashioned 
ideas about taxes and government” — 
quickly gains attention for the text. 


_ “T never realized what a dickens of a 
job settling an estate is today, Jim — 
and how many chances there are of 
making costly mistakes.” The speaker, 
ina Bankers Trust Co. (New York) ad 
is depicted as talking with a business 
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friend while riding in a taxi. Text below 
the picture explains the importance for 
an executor of Permanence, Availability, 
Investment Experience and Administra- 
tive Experience. 


“Your Best Friend Could Be Your 
Worst Executor” indicates the thought 
worked out in the text of a Hamilton 
National Bank, Chattanooga, ad. There 
is no picture of this “friend,” and prob- 
ably wisely so, but paragraphs are short, 
typography good, and the title itself 
stirs the reader to find out the all-im- 
portant “Why?” 


“My partner stayed at home” .. . 
and I went fishing, as the picture clearly 
shows. The “partner” in this case is 
Republic National Bank, Dallas, which 
was appoirited executor by the fisher- 
man in the will he made before he left 
on the trip. More than half the space is 
taken by the picture (fishing from the 
bank of a mountain stream). Perhaps 
part of the success of this ad lies in the 
simplicity and appeal of its basic idea, 
and in all the business possibilities of a 
pre-vacation conference with the bank 
—which are left unsaid. Unconsciously 
the reader begins to think, “I’d love to 
go fishing . . . I’ll talk it over with the 
bank.” 


“We want our Retirement Program to 
be RIGHT from the outset!” The plant 
executive in the picture — or any one 
else who is thinking along these lines 
learns from the text just how Wachovia 
Bank & Trust Co., Winston Salem, N. C., 
can assist in setting up such a company 
program. The reader is told the three 
questions which must be answered before 
establishing a plan, and appropriately, 
the bank lists the telephone number for 
retirement plan information. 


“Is Your Estate Carefully Planned?” 
This heading on an ad from United 
States Trust Co., New York, is followed 
by three short paragraphs of which we 
quote two: “Success or failure in pro- 
viding for a family depends largely on 
the skill with which an estate is planned. 
The shortest will on record is 3 words 
long—one of the longest runs 53 pages 
—the oldest was written in 2845 B.C. 
Regardless of when it is written—re- 
gardless of its length—the adequacy of 
your will can be assured only through 
careful estate planning. 


“Estate planning is primarily the re- 
sponsibility of the family attorney. Our 
own extensive experience and specialized 
services in this field are always at his 
disposal to help him in his work, and 
many attorneys have made it a practice 
to draw on them.” 


“Your arms reach out when you 
make a will,” states First American Na- 
tional Bank, Nashville, in an ad which 
features the picture of a mother and 
three young children enjoying the sun- 
shine outside their home while encircled 
by the father’s protecting arm (father 
in outline only). Attention of the 
younger group is the object of both 
picture and text, which. includes the 
statements that “If you are over 18 
you ought to have a will” and “If you 
are married and have a family your big 
interest in life is taking care of them.” 
The reader is told some of the things 
that can be accomplished “only by mak- 
ing a will.” The same bank uses a “We 
want to meet you” theme for local news- 
paper advertising. Some of those whom 
the bank wants to meet are “This happy 
bridal pair,” “The mother of this child,” 
and “The man who is planning for the 
future.” In each case the ad is illustra- 
ted, and asks, “Is it You?” 


“How Flexible is Your Will?” Fling 
this question across the bending bamboo 
pole held by an excited and freckled 
young fisherman and you have the ad 
of First National Bank, Fort Worth, 


whose text emphasizes the idea that 
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“flexibility to deal with changing condi- 
tions is the keystone of a well-planned 
will.” Motivation is based on the sug- 
gestion of important savings and more 
benefits for the reader’s family. 


“Why has Protecting Principal be- 
come increasingly important?” First Na- 
tional Bank, Birmingham, Ala., inquires 
in one of a series of ads “answering 
your questions about your bank.” The 
text explains how taxes and high living. 
costs have made conservation of capital 
important, particularly for the man of 
middle age who finds it difficult to 
recoup major capital losses out of sav- 
ings from earnings. The trust depart- 
ment’s policies and capacity for man- 
aging living trusts and agency accounts 
is briefly discussed. 


(Trust institutions are invited to send’ 
T.&E. copies of their advertisements and: 
promotional literature for mention in 
this column when appropriate. ) 
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Trust Booklets 


“Could you manage a circus?” Na- 
tional Trust Co., Toronto, could and 
did, and it provided a novel approach 
to the old story of a corporate executor. 
The cover of the pamphlet asks this 
question, with picture of a puzzled man, 
and drawing of a circus in action, ele- 
phants, Ferris wheel and all. 


“Who Looks To You?” questions a 
folder from the Trust Company of Geor- 
gia, Atlanta, emphasizing the thought 
with three pairs of eyes peering at the 
reader from the sky blue cover. From 
the difference in size one judges them 
to be the eyes of a wife and two children. 
Inside, the three pages of text tell some 
of the financial objectives people set 
for themselves—protection of wife from 
effects of business fluctuation; education 
of the children; care of a mother, for 
instance—and tells how a trust can help 
attain such goals. It further explains 
the values and methods of the Common 
Trust Fund, and a card is enclosed to 
ask by mail for further information. 

Twelve pages of photographs and text 
describing the growth and advantages 
of the Yakima Valley are included in 
Seattle-First National Bank’s booklet 
commemorating the opening of a new 
building in that area. With architect’s 
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drawings and pen sketches the building 
and its facilities are clearly presented 
and the floor plan shows the trust de- 
partment located so as to be convenient 
to both the vault and the doors used by 
customers. All the officers and staff are 
introduced photographically. The back 
cover is used to present salient facts 
concerning the bank as a whole in dis- 
tinction from the Yakima Valley branch. 


Among the booklets informing the 
public of newly opened bank offices 
Irving Trust Co., New York, presented 
a unique model in its booklet “Tales of 
Murray Hill,” introducing its 39th street 
branch. Its startling red cover, cartoons 
in red and black, and captions such as 
“Croton Highball” and “Fancy Pants” 
ignore the staid banking traditions of 
the past. The booklet contains fascinat- 
ing anecdotes of the past history of the 
Murray Hill section. 


A town crier on the cover of a State- 
Planters Bank & Trust Co., Richmond, 
Va., brochure announces the opening of 
a new branch at Summit Avenue. 


A full page is devoted to the trust 
department and another to the safe depo- 
sit department in the brochure announc- 
ing the dedication of the new building of 
Atlantic National Bank, Jacksonville, 
Fla. The twenty page booklet is largely 
pictorial and amounts ot a visual tour 
of the building with introduction to the 
various departments and a look at the 
officers and staff in their regular loca- 
tions. Key people are named, chiefly 
by handling the photography so as to 
make the desk name plates legible. 


From time to time booklets appear 
which do not deal directly with trust 
subjects, but render a service to the 
customer and build up his good will or 
his prosperity. The Canadian bank of 
Comerce, Toronto, Ont., has been pub- 
lishing an agricultural series, the latest 
of which is called, “Bring On The Feed.” 
Its fourteen pages of practical sugges- 
tions for animal feeding on the modern 











farm are lightened by entertaining fary J 
cartoons on every page which stress the } 
chief points. : 


A “Giver’s Guide to the United Fund” 
was the special topic for September jp 
the monthly “Journal” of Union and 
New Haven Trust Co., New Haven, 
Conn. After a few paragraphs of general 
introduction, this issue—enlarged for its 
special purpose—carried the names and 
a brief description of each of the chari. 
table agencies participating in the city. 
wide drive. In addition, each was repre. 
sented by a 1% x 2 inch photograph, 
mostly action shots. 


One of the most readable trust book. 
lets which crosses our desk is the 
monthly “Digest” of Crown Trust Co, 
Toronto. It regularly contains a hal. 
anced diet of humor, philosophy, history 
and practical trust information. The 
September issue, in the trust section of 
its material, contains a simple and dig. 
nified explanation of why “men leave 
property in trust to their wives,” a dis. 
cussion of some investment and income 
tax problems, and a presentation of one 
type of value in trust service under the 
heading “Spendthrifts and Scoundrels” 
(with delightful cartoons of each). 


























Truly unique in the field of “trust” 
literature is the series on Clipper Ship 
sailing cards from State Street Trust Co, 
Boston, the final volume of which was 
published this year because the previous 
two brochures were “so well received 
by our customers and others.” Thes 
cards, which are produced in color in 
the booklet, were used originally to an- 
nounce sailing dates in the hope of 
picking up a full cargo. They were done 
with imagination, color and verve which 
has been well reproduced in the broch- 
ure. Each one has a corresponding page 
of explanation, and at the back of the | 
book are photographs of State Street 
Trust Co. decorated with model ships 
and other mementos of the great ship- 
ping days in Boston. 
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| Allocating Stock Dividends 


NEED FOR RETROSPECTIVE LAW TO AVOID INCOME 
AND PRINCIPAL PROBLEMS 


DERMOD IVES, Esa. 


Davies, Hardy, Schenck & Soons, New York 


SURVEY OF THE ENTIRE FIELD of 
A stock dividend law leaves one 
shocked at the tremendous burden im- 
posed upon trust administrators and 
their counsel by the confusion in and 
the sheer mass of the decisions on this 
subject. A real stimulus for this talk 
was Pearce Browning’s excellent speech 
on the subject at the New York State 
Bar Association’s Banking Law Section 
meeting in New York last January, 
printed in the Proceedings of the Asso- 
ciation. I have never seen a_ better 
analysis or more concise discussion of 
the operation of the Osborne rule. 


Following Pearce Browning’s speech, 
Chairman Trenary suggested that there 
might be material for a talk to this 
division on the prospects of remedial 
legislation which would: 

First. Eliminate the confusion that has 
resulted from the Osborne rule by provid- 
ing that all extraordinary stock dividends 
declared in any class of security of the 
issuing corporation be allocated to princi- 
pal account. 


Second. Apply to all trust instruments 
whatever their effective date might be, but 
that specifically would not upset any ap- 
portionments or allocations already made 
under the Osborne rule. 

The purpose of this discussion is to 
point out the pros and cons of such 
remedial legislation so that you can dis- 
cuss the question with your own counsel 
and through them stimulate interest in 
and action, if it is thought desirable, by 
local bar associations. In view of the 
confusion in the law there is sufficient 
public interest involved to warrant a 
bold remedy. Any such attempt will be 
successful only if bankers, their counsel 
and the Bar are convinced that action 
is necessary and take such action. One 
of the leading trust companies in this 
State has over one thousand trusts to 
which the Osborne decision applies, 





From address before New York State Bankers 
fant Trust Division, Annual Meeting, Oct. 
» 1952. 
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which suggests the very substantial num- 
ber of additional trusts throughout the 
entire State controlled by this decision. 


I have appointed a sub-committee of 
the Surrogate’s Court Committee of the 
New York State Bar Association to ex- 
plore the possibilities of such remedial 
legislation. That sub-committee has been 
working on the problem for only a 
month but their report will be available 
to all when it is complete. 


To Counsel Each Time 


After reviewing practically every im- 
portant decision dealing with trustees’ 
problems on receipt of stock dividends 
and other corporate stock distributions, 
I believe one conclusion is inevitable: 
A prudent trustee must seek advice of 
counsel each time it receives such an 
item and this further means that each 
time, the trust instruments must be re- 
viewed in conjunction with the corpo- 
ration’s resolutions, balance sheets, op- 
erating statements and the like. 


There is no satisfactory definitive 
answer in many of these situations. Most 
counsel detest being forced into the 
“head in the sand” approach of credit- 
ing the item to principal and awaiting 
an accounting. Unfortunately, however, 
there is often no alternative. 


The Court of Appeals has made it 
clear that the fiduciary’s duty is to ex- 
amine the facts of each case. In these 
days of increasing numbers of smaller 
trusts, it is an obvious hardship on the 
trustee, income beneficiary and remain- 
derman if the trustee is forced to seek 
the opinion of counsel each time there 
is a corporate distribution that may 
possibly be classified as a stock divi- 
dend. The problem may exist whatever 
the effective date of the trust instrument 
may be, and whether or not the instru- 
ment is silent or contains a direction 
for allocation. 


A typical example of the lack of 


predictability is the American Cyana- 
mid Company stock distribution of last 
June. Our firm was asked for an opin- 
ion upon the proper allocation of this 
distribution, which was described in the 
notice to stockholders as a stock divi- 
dend. In the opinion of counsel for the 
corporation in Maine, the state of in- 
corporation, the distribution was a stock 
dividend. In this particular instance 
the trust instrument allocated all stock 
dividends, without further explanation, 
to income. After a lengthy examination 
of the company’s resolutions, balance 
sheets and operating statements; and 
after informal conferences with house 
counsel for the company and examina- 
tion of statements of policy issued by 
the New York Stock Exchange; and, of 
course, after the usual extensive review 
of decisions; it was our conclusion that 
this particular distribution could not 
safely be considered in the trust account- 
ing sense as a stock dividend. The main 
basis for this conclusion was the fact 
that the company made no transfer of 
earned surplus to the common stock 
capital account upon the occasion of 
the distribution. Rather, the source of 
the distribution was a gain in the capi- 
tal surplus account, realized on the con- 
version of two classes of preferred 
stock into common stock having a 
lower par value. That same procedure 
with its attendant expense would have 
been necessary if the trust instrument 
had been silent on the point, because 
under the Osborne rule the trustee’s 
first duty is to determine the basic ques- 
tion, whether or not it is dealing with 
a stock dividend. 


Once the conclusion is reached that 
an apportionment is necessary, then 
expense is piled upon expense because 
of the time necessarily spent upon even 
the simplest apportionment. The ex- 
pense seems to increase by geometric 
progression in the case of complicated 
apportionments, 
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In addition, risks may be involved in 
relying upon corporate statements of 
value in making adjustments for dis- 
tributions that do not coincide with the 
corporation’s fiscal year. 

The Court of Chancery in New Jer- 
sey (Hagedorn v. Arens, 106 N.J. Eq. 
377, 150 A. 4, 1930), recognized that 
an individual fiduciary needs expert as- 
sistance in computing a stock dividend 
apportionment. That Court allowed as a 
trust expense, fees of $3,900 paid to an 
outside accounting firm in connection 
with an apportionment computation. I 
know of no similar holding in this state. 
In such a case in this State the fee 
would have to be absorbed by the trus- 
tee as part of its overhead, or by coun- 
sel as part of its fee. 


Operation of Osborne Rule 


Prior to 1913, when Matter of Os- 
borne (209 N.Y. 450) was decided, 
extraordinary stock dividends paid out 
of accumulated earnings were allocated 
to income. The rules laid down in 
Matter of Osborne are deceptively clear 
and simple. The first is that ordinary 
dividends go to income. The second rule, 
with which we are concerned here, reads 


thus: 


“Extraordinary dividends, payable from 
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the accumulated earnings of the company, 
whether payable in cash or stock, beiong 
to the life beneficiary, unless they en- 
trench in whole or in part upon the capital 
of the trust fund as received from the 
testator or maker of the trust or invested 
in the stock, in which case such extraordi- 
nary dividends should be returned to the 
trust fund or apportioned between the 
trust fund and the life beneficiary in such 
a way as to preserve the integrity of the 
trust fund.” (P. 477) 


Around each phase of the rule there 
has grown up a mass of decisions, as 
follows: 


1. Extraordinary 


The Osborne rule applies only to ex- 
traordinary dividends, whether paid in 
stock or cash, but unfortunately the 
decision laid down no criteria for de- 
termining whether a given distribution 
is extraordinary. The best analysis of 
the distinction between an ordinary and 
extraordinary dividend is set forth in 
the Restatement of the Law of Trusts: 


“Whether a dividend is an ordinary or 
extraordinary dividend depends upon all 
the circumstances of the case. Among the 
circumstances which may be of importance 
in determining whether a dividend is an 
ordinary dividend are the following: 

“(1) Whether similar dividends have 
been declared with regularity in the past; 
(2) whether such dividends are regularly 
paid out of current earnings; (3) the fre- 
quency with which such dividends are de- 
clared; (4) the size of the dividend in 
relation to the market value of the shares 
at the time of the creation of the trust; 
(5) the designation, if any, placed upon 
it by the directors of the corporation; (6) 
the source of the earnings from which the 
distribution is made.” (Sec. 236) 













That definition has been adopted by 
at least one case (In re Bank of Ney 
York and Fifth Avenue Bank, 105 N.Y S. 
2d 211, 227, Supr., N. Y., 1951). Of 
course, it is at best only a guide and 
makes no attempt to attach weight to 
the various factors. It does, however, 
provide a possible starting point for q 
legislative definition of this one trouble. 
some word. 


There is little consistency in the de. 
cisions as they deal with the “extraordi- 
nary” nature of dividends. In two cases 
dealing with payments of arrears on 
cumulative preferred stock, the divi. 
dends on account of accumulations, 
when declared, were held to be entirely 
income even though the facts showed 
that the surplus from which they were 
paid was earned before the trust was 
created (Thompson v. New York Trust 
Co., 107 Mise. 245, aff'd. 191 App. Div. 
904; Matter of Palmer, 167 Misc. 624), 


Further complications arise in the case 
of companies which have an irregular 
dividend policy. In one case (Matter of 
Postley, 251 App. Div. 469), The Singer 
Manufacturing Company for a long pe. 
riod paid quarterly dividends of $2.50 
and extras varying from $2.50 to $5.50, 
then for a two year period it paid un. 
designated dividends ranging from $1.50 
to $3.50 each quarter. and this was fol- 
lowed by another two year period in 
which it paid quarterly dividends of 
$1.50 plus extras ranging from $1.00 
to $2.50. Finally it paid a special divi- 
dend of $15.00 at the end of the last 
period. Contrary to what might be ex. 
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pected, the Appellate Division held that 
all of these dividends were ordinary 


dividends. 


2. Dividends 


Is the distribution a dividend in the 
trust accounting sense? Or, is it a stock 
split? Or, is it merely a change in the 
company’s capital structure, such as the 
substitution of one class of stock for 
another? Or, is the offering of rights 
to subscribe, or the distribution by the 
corporation of a security of a different 
corporation, a dividend for our 
purposes ? 


On some of these points there are no 
categorical answers. One possible ap- 
proach suggested in several cases is to 
examine the source of the distribution. 
The cases indicate that if the distribu- 
tion is not made out of earned surplus 
of the company, it is not a stock divi- 
dend in the trust accounting sense 
(Matter of Lissberger, 189 Misc. 277), 
and it makes no difference how the 
corporation describes the distribution. 
For example, although the directors may 
refer to the distribution as a stock split, 
if in fact it is accompanied by a trans- 
fer of earned surplus, the courts will 
regard the distribution as a stock divi- 
dend (Matter of Norton, 129 Misc. 875). 


One point on this phase of the prob- 
lem seems fairly well settled. There 
must be a distribution or division of 
the earnings, profits or accumulations of 
the corporation if it is to be called a 
stock dividend (United States Trust Co. 
v. Heye, 224 N.Y. 242). 


Similarly, a change in capital struc- 
ture such as the substitution of one 
class of stock for another class (Matter 
of Hagen, 262 N.Y. 301); rights to 
subscribe to new shares (Baker v. 
Thompson, 181 App. Div. 469; In re 
Watkins Will, 51 N.Y.S. 2d. 46); dis- 
tribution of securities of a different 
corporation (U. S. Trust Company v. 
Heye, above) ; have all been held not to 
be “stock dividends” in the trust ac- 
counting sense. 


The fact that some phases of the 
rule are fairly well settled, simplifies the 
problem only to a minor extent. It 
is still necessary to make a lengthy 
analysis of the particular distribution 
in order to determine what seems to be 
a simple, basic question—are you deal- 
ing with a dividend for trust account- 
ing purposes? 


3. Payable from Accumulated 
Earnings 


If the distribution is extraordinary 
and it is a stock dividend for your 
purposes, you must then satisfy yourself 
that it has been paid from accumulated 
earnings. The accumulated earnings or 
profits must be those earned or accumu- 
lated subsequent to the creation of the 
trust (Matter of Olcott, 161 Misc. 890; 
Bourne v. Bourne, 240 N.Y. 172). Al- 
though this rule is clear, you now find 
yourself faced with the problem of 
analyzing the corporation’s financial 
statements to determine the amount of 
the earnings or profits accumulated dur- 
ing the pertinent period. Unfortunately, 
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many of our testators and trust settlors 
do not die or create their trusts at a 
time that coincides with the corpora- 
tion’s fiscal year or other period when 
a complete audited statement of the 
company’s condition is available, nor do 
companies always declare the distribu- 
tion at a date when such material is 
available. The vital dates are the date 
of creation of the trust (Matter of Bird, 
241 N.Y. 184) and the date of declara- 
tion of the dividend (Matter of Marvin, 
135 Misc. 899), not the payment date. 


On this point of determining whether 
the particular distribution may be as- 
cribed to accumulated earnings, there 
are additional complications: 


First, there is the problem of analyz- 
ing various types of appreciation in 
value of assets and separating them from 
true earnings. For example, it has been 
held that profits arising from a foreign 
exchange transaction, although carried 
in the company’s capital reserve ac- 
count, were not capital but earnings. 
(Pratt v. Ladd, 253 N.Y. 213). That 
case is another illustration of the courts’ 
disregard for corporate declarations. 


Again, we find that profits made on 
the sale of corporate property must be 
deducted from the surplus account. In 
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process resulted in the entire stock divi- 
dend being credited to principal. 


An ordinary increase in the market 
value of securities held by the corpora- 
tion must be deducted from the surplus 
account to arrive at true earnings. 


(Thayer v. Burr, 201 N.Y. 155). 


Similarly a “‘write-up” of the book 
value of corporate assets must be ex- 
cluded from surplus account (Matter of 
James, 140 Misc. 369). 


It seems to me that the person deter- 
mining the proper allocation or appor- 
tionment of a corporate distribution 
must either have committed all of these 
various rules to memory, or he must 
have such an instinct for the subject 
that any one of thousands of possible 
variations in the corporation’s history or 
treatment of the distribution will stimu- 
late some reflex so that he will then 
explore the law of this entire field until 
he arrives at the correct solution to each 
successive point. This seems to me to 
be a pretty large order whether you 
read the score or play by ear. 


4. “Unless they entrench in whole or 
in part upon the capital of the 
trust fund ... in which case such 
extraordinary dividends should 
be returned to the trust fund or 
apportioned between the trust 
fund and the life beneficiary in 
such a way as to preserve the 
integrity of the trust fund.” 


I would restate the Osborne formula 
in a few short sentences: Having deter- 
mined that the dividend does impair the 








principal of the trust fund, three steps 
are necessary. First, compute the total 
book value of the original shares at the 
date of receipt or purchase. Second, 
compute the total book value of the 
original shares as of the date of declara- 
tion of the dividend. Then divide the 
book value of one of the dividend 
shares, again as of the date of declara- 
tion, into the total dollar impairment of 
the book value of the original shares. 
The quotient is the number of shares 
to be retained in principal. The formula 
is simple enough, but its practical appli- 
cation is usually quite another thing. 
The Court of Appeals misapplied its 
own decision in the Osborne case. 


To further confuse matters, although 
these pronouncements are only dicta, 
the Court of Appeals, 12 years after the 
Osborne decision (in Bourne v. Bourne, 
240 N.Y. 172) announced that an ex- 
traordinary dividend should be divided 
between principal and income in the 
proportion that the earnings before the 
date of creation of the trust bore to the 
earnings after that date. A similar mis- 
statement was made in Matter of 
Schaefer in the Appellate Division, and 
that decision was affirmed by the Court 
of Appeals (222 N.Y. 533). 


So far as application of the formula 
goes, there are complications in addi- 
tion to the problem of adjustment which 
arises when the determining dates do not 
coincide with the corporation’s normal 
accounting periods. The computation of 
book value can be a complicated and 
sometimes inconclusive job because the 
courts have on occasion refused to be 
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“[ hope this won’t be deducted from 
my share in your will, Uncle Roger!” 





bound by the corporation’s statements, 
and inquired into the actual value of 
underlying assets (Sturgis v. Roche, 
217 App. Div. 573). The problems that 
may arise from relying on “book value” 
as computed solely from the corpora. 
tion’s records are illustrated in City 
Bank Farmers Trust Co. v. Wylie (273 
N.Y. 304). 


The final and sometimes the most 
difficult problem comes in determining 
whether the apportionment is_ being 
made “in such a way as to preserve the 
integrity of the trust fund.” The Courts 
have referred to this as the “intact” 
value of the fund. Determinaton of “in. 
tact” value is complicated by any num- 
ber of possible corporate acts. Here are 
some typical examples in the cases: 


(a) The write-up of the value of 
stocks of subsidiary companies, which 
write-up reflected accumulated earnings 
of the subsidiaries, was held not to be 
an increase in the “intact value.” That 
holding resulted in a 400% stock divi- 
dend being given to income (Macy ». 


Ladd, 128 Misc. 732). 


(b) On the other hand, the sale of 
rights by the trustee has no effect on 
“intact value” City Bank Farmers Trust 


Co. v. Wylie (above). 


(c) But when a corporation reorgan- 
izes and substitutes a new class of 
stock, there is no dividend and the value 
of the new shares on the date issued 
is the “intact value” for purposes of a 
later apportionment (Matter of Hagen, 
262 N.Y. 301). 


(d) However, the fact that a railroad 
company had, prior to the creation o 
the trust, written off in its depletion 
account most of the value of its cod 
properties, did not bind the court i 
Sturgis v. Roche (above). There the 
court determined the actual value of the 
coal properties and added it to the value 
of the company’s other assets to find 
the “intact value” of the stock. 


TRUSTS AND ESTATE 










utes 

tion: 
have 
ques 


ity tl 


Nov: 





Month 


from 
yer!” 
ments, 
ue of 
toche, 
s that 
value” 
rpora- 
City 
» (273 


most 
nining 
being 
‘ve the 
Courts 
intact” 
of “in. 
> num: 
sre are 
S: 
lue of 
which 
irnings 
- to he 
” That 
k divi- 


lacy 1. 


sale of 
fect on 
s Trust 


eorgal: | 


lass of 
e value 

issued 
es of 8 
Hagen, 


railroad 
tion of 
epletion 
its coal 
ourt it 
ere the 
e of the 
ne value 
to find 


ESTATES 


. 


Remedial—Retroactive Legislation 


It would appear that complete pro- 
tection for trustees and consequently 
for beneficiaries and remaindermen, 
aside from any questions of justice, can 
be obtained only by a judicial deter- 
mination. Obviously, judicial determin- 
ation of the proper apportionment of 
each corporate distribution in each trust 
is impractical, if not impossible. If that 
js a correct conclusion, then we are 
warranted in appealing to the Legisla- 
ture for a business-like remedy. 


In the light of the highly complicated 
financial structure of present day corpo- 
rations and the numerous conflicts be- 
tween the viewpoints of executives, ac- 
countants, economists and tax collectors 
on such matters as proper depreciation 
reserves, proper reserves for obsoles- 
cence, and reserves for expansion, as 
reflected in the corporation’s financial 
structure, it is apparently impossible to 
achieve the practical result hoped for 
by the Court of Appeals when it prom- 
ulgated its so-called “rule of justice” in 
Matter of Osborne. Despite the most 
careful analysis of the corporation’s 
records and the best legal advice pro- 
curable, any opinion on apportionment 
today represents little more than some- 
one’s considered judgment. Certainly, 
this was recognized twenty-six years ago 
when the Legislature enacted Section 17- 
a. of the Personal Property Law, di- 
recting the allocation of stock dividends 
to principal unless the instrument pro- 
vides otherwise. However, that Section 
applies only to instruments executed 
after the effective date of the statute. 
Can this limitation be overcome? 


There is nothing inherently wrong in 
retroactive legislation. There is nothing 
synonymous in the words “retroactive” 
and “unconstitutional.” As a matter of 
pure semantics, if we were merely to 
refer to this proposed legislation as 
“retrospective” instead of “retroactive,” 
it would undoubtedly sound less omin- 
ous to most of us. Yet the courts have 
constantly held that the words “retro- 
active” and “retrospective” are inter- 
changeable. 


In the first place the mere fact that 
a statute is “retroactive” or “‘retrospec- 


tive” is not sufficient to invalidate it.- 


On the other hand, just as in the case 
of prospective statutes, retroactive stat- 
utes are subject to constitutional limita- 
lions. It is on this point that we will 


have to answer the greatest number of 
questions. 


; Our sole concern is with the possibil- 
ity that the legislation may deprive some 
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person of property without due process 
of law. Legislation that attempted this 
same end was held unconstitutional by 
the Supreme Court of Pennsylvania in 
In re Crawford’s Estate (362 Pa. 458, 
67 A. 2d 124, 1949). The Court found 
that the gift of an estate in income is a 
grant of a vested property interest and 
held that the Legislature may not, after 
the creation of such an interest, qualify 
or extinguish it. From that premise the 
Court went on to hold in effect that the 
income beneficiary of the trust involved 
had a vested property right in the Penn- 
sylvania rule of law on apportionment 
as it existed prior to the enactment of 
the statute. 


A Dissent 


I do not agree with the Court’s rea- 
soning or its conclusions. I know of no 
case in this state which reaches the 
conclusion that the gift of an estate in 
income is a grant of a vested property 
interest which may never, after the crea- 
tion of the trust, be qualified or modi- 
fied by the Legislature. What the Penn- 
sylvania Court tries to establish is, that 
once a trust is created, the income bene- 
ficiary instantly becomes entitled, for all 
future time, to have the trust adminis- 
tered under the particular rules of ad- 
ministration in force either by statute 
or case law at thc instant of creation, 
and no others. The very statement of 
the proposition contains the argument 
against it. 


The courts, a number of times, have 
dealt with the constitutionality of stat- 
utes that seem to be analagous to our 


proposed legislation and have sustained 
such legislation. Our courts of equity 
have from time to time set up many 
rules for the administration of trusts. 
Those rules have never been regarded 
as unchangeable. One of the most obvi- 
ous is the rule pertaining to investment 
of trust funds. 


The courts have held that statutory 
modifications of the list of permissible 
trust investments are properly applicable 
to trusts created before the change in 
the statute (City Bank Farmers Trust 
Co. v. Evans, 255 App. Div. 135; Matter 
of Hamersley, 152 Misc. 903). Certain- 
ly the type of investment permitted will, 
to a very large extent, determine the 
income which the life beneficiary is to 
receive and the amount and character 
of the principal available for distribu- 
tion upon the termination of the trust. 
It is hard to conceive of a situation 
which would have a more direct effect 
upon the rights of the income benefi- 
ciary and the remaindermen, yet our 
courts have raised no objection to the 
application of such statutes to existing 
trusts. And equally, it seems to me that 
if there were any support in the New 
York cases for the proposition that the 
income beneficiary has a vested right 
in all the various rules relating to trust 
administration, someone would have 
made that argument and prevailed. 


This same observation applies to other 
illustrations: the legislative authoriza- 
tion (following Matter of Union Trust 
Company, 219 N.Y. 514) to corporate 
trustees to invest in mortgage participa- 
tions and to repurchase the same in 
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their individual capacities, modified the 
“self-dealing rule” and was consistently 
applied to existing trusts: changes in 
trustee compensation (Robertson v. de 
Brulatour, 188 NY. 301, 316, 317; 
Matter of Barker, 230 N.Y. 364) ; statu- 
tory provisions permitting judgment 
creditors to reach 10‘ of the income 
of a trust (Brearley School v. Ward, 201 
N.Y. 358); the statutory change which 
eliminated from the class entitled to 
notice certain persons previously entitled 
thereto, in applications to authorize a 
trustee to mortgage or sell real property 
(Matter of Mersereau, 233 N.Y. 340). 

A further analogy is found in the 
provisions of Section 17-e of the Per- 








sonal Property Law which was enacted 
in 1946. Section 17-e provides that this 
rule, which it terms a “rule of admini- 
stration,” shall apply to all trusts whether 
established before or after the effective 
date of the statute, but specifically does 
not affect any allocation of dividends 
already approved by judgment, decree, 
or release, or previously distributed or 
paid over by the trustee in good faith 
using the declaration date. Although 
there has been no litigation on the con- 
stitutionality of Section 17-e, the word- 
ing of the statute suggests that the very 
point that concerns us was in the minds 
of the draftsmen and they did precisely 
what we hope to do. 
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It now seems appropriate to sugges f 


the ultimate that might be hoped fo; 
in new legislation. 


First, the legislation must contain g 
definition of “extraordinary” as dis. 
tinguished from “ordinary” dividends, 
The distinguishing elements are set forth 
in the Restatement, previously quoted, 
With this as a starting point a satisfac. 
tory definition might be devised. Par. 
enthetically, any good definition of ex. 
traordinary dividends could and should 
apply to cash dividends, thus simplifying 
another problem. 


Next, our problem is to make it clear 
what type of distribution we are con. 
cerned with. This may be approached in 
one of two helpful ways. The ideal way 
—as far as simplification goes—is to 
permit trustees in good faith to rely on 
management’s description of the dis. 
tribution. Unless we resort to some such 
shortcut you will continue to be con- 
fronted with interminable examinations 
of corporate financial statements to de. 
termine the nature of the stock distri- 
bution and you will still constantly 
have to resort to counsel. 


If such legislative permission is too 
much to ask, then the statute must in- 
clude a definition of stock dividends 
for trust accounting purposes. Any such 
definition must be based upon a clear 
identification of the source from which 
true stock dividends arise. Identification 
of the source of a true stock dividend 
involves a question of policy which 
should have careful consideration. For 
example, should that source be only 
earned surplus or accumulated earnings, 
or should it include capital surplus that 
might arise from increases in asset value 
through sale or revaluation, deprecia- 
tion reserve adjustments, and _ similar 
items ? 


As far as allocation goes, the obvious 
solution and the probable tendency 
would be to follow the present statute 
and allocate to principal. However, that 
may not necessarily be the correct solu: 
tion. For example, if the definition of 
a stock dividend should be dependent 
upon its source and if that source should 


be solely earned surplus, then perhaps | 


the allocation should not be to princ: 
pal. Any final decision on this point 
would depend upon the definition a 
rived at. 

And lastly, so far as the applicability 
of the statute is concerned, it should 
become effective upon enactment and 
should apply to all trusts whenever cre 
ated, but only to extraordinary div: 
dends received after its effective date. 
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Estates 


NEW BUSINESS ASPECTS OF COMMON FUNDS 


WHAT NEW BUSINESS IS ATTRACTED? 


(FPRA SYMPOSIUM) 


NELSON FRIEDMAN 


Asst. Vice President, The Cleveland Trust Company, Cleveland, Ohio 


ComMMON TRUST FUND is not in- 
A tended as a competitive sales device 
to attract new business but it does sup- 
ply many impressive reasons for estab- 
lishing trusts. The Federal Reserve 
Board regulations expressly forbid the 
selling or advertising of Common Trust 
Funds as an investment medium. We 
sell trusts first and then mention the 
Common Trust Fund when discussing 
our Investment procedure. 


To illustrate: Prospect “A” has work- 
ed hard to accumulate his assets and is 
concerned over the management and 
protection of his accumulation today 
and in the event of his death. His wife 
is not a good business manager and 
knows nothing about the stock market. 
This is the ideal situation. Mr. Prospect 
wants the best conservative group judg- 
ment when it comes to the purchase or 
sale of any of his assets. Thus in his 
living trust agreement and in his Will 
he directs his trustee to invest in’ the 
Common Trust Fund. He likes the di- 
versification, the spreading of the risk. 
the stable income, the constant super- 
vision of the investment portfolio and, 
most of all, no extra management fee. 
He is greatly impressed by the fact that 
he would need four or five times as 
much capital to secure the same diversi- 
fication which is available in the Com- 
mon Trust Fund. 


About three years ago a nice, rather 
modestly-clad, elderly woman came into 
my office. She and her husband had 


come to this country shortly after they 


| were married and he went to work in 


a meat market. They were thrifty and 
soon purchased the business. With the 
earnings of the business and what she 
received from her employment, the 
building was acquired and in due course 
the mortgage was paid. They had two 
boys and both served in World War II. 
One returned from the service with 
shattered nerves and was advised by 
the Veterans Administration to move to 
California. Shortly after, the father be- 
came ill and was advised by his doctor 
!0 move out West. The business was 
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sold and so was the building. After set- 
ting aside sufficient funds for income 
tax, they had approximately $60,000 in 
cash. She wanted this hard-earned 
money protected, and wanted to receive 
a little more than 244% return. Obvi- 
ously, there was need for a trust fund 
due to the fact that she had to devote 
all of her time to her husband and son. 


She sold her home in Cleveland and 
purchased a small bungalow in Cali- 
fornia. The house is free and clear and 
she has approximately $10,000 as an 
emergency fund. She deposited $50,000 
with us which we placed in our Com- 
mon Trust Fund. Each month she re- 
ceives a check from us in the amount 
of $150. Just before Christmas we sent 
her the balance of cash in the trust in- 
come account as a little bonus. Before 
coming to this convention I visited this 
customer and I must say that she is 
getting along very well and is extremely 
happy with what she has done. 


Just recently a sports figure in Cleve- 
land wanted to create a trust in which 
he could place his extra cash with the 
thought that some day his earnings will 
be considerably less. He is adding to his 
trust every year and before long will 
have a sizeable accumulation. It was 
the Common Trust Fund which attracted 
this business. For small and medium 
sized trusts it does make selling a lot 
easier, as it answers problems of diver- 
sification, spreading of the risk, stable 
income, and constant supervision of the 
investment portfolio for just the usual 
trustee’s fees. 


A wealthy New Yorker decided to 
diversify Trustees as well as investments. 
He divided his five million dollar trust 
into 5 one million dollar trusts and 
visited various trust companies for the 
purpose of selecting Trustees. One trust 
company lost the business to a competi- 
tor in the same city as the competitor 
merely pulled from his files a copy of 
the Common Trust Fund investment 
portfolio and used it to answer the ques- 
tion as to what they would do if they 
had full investment authority. 


Business Lost Without Fund 


1. Guardianships — Guardianships 
are generally operated at a loss by trust 
companies. In fact we accept them usu- 
ally as a public service. Where you have 
legal common trust funds, you can ac- 
cept these guardianships and actually 
operate at a profit. 


2. Smaller Trusts — Most of us to- 
day are operating small trust funds at 
a loss. We were amazed when we first 
installed our cost analysis system to 
find out how many accounts were not 
even paying their way. This was one 
factor contributing to our decision to 
go into a Common Trust Fund. When 
the officer was notified that a certain 
trust fund was not profitable to us he 
attempted to show the customer the 
benefits of the Common Trust Fund. 
The majority of them were eager to go 
into it. These accounts are now profit- 
able. We have been able, in some cases, 
to reduce our minimum fee when the 
trust is invested entirely in the Com- 
mon Trust Fund. Instead of turning 
away business which you feel would be 
a losing proposition, you can accept 





installed at the left of main entrance to the 

First National Bank, San Antonio. The bank 

was completely remodelled and enlarged 

this past spring, celebrated with an Open 
House. 
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First Choice for 
Trust Service 
in Missouri 


The St. Louis Union Trust 
Company engages only in the 
trust business. It does no bank- 
ing business. It accepts no depos- 
its subject to check, It is the 
largest stockholder of the First 
National Bank in St. Louis, 
with which it is affiliated. It is 
the oldest trust company in 
Missouri. 


It administers a large volume of 
trust business and operates on 
the efficient “staff and line’ 
plan. Every estate and trust re- 
ceives the personal attention of 
the administrative or “line”’ 
officer to whom it is assigned. 
These officers are backed up by 
staff departments, such as our 
investment analysis and re- 
search departments, two separate 
tax departments, real estate de- 
partment, close corporation 
department, etc. 


We suggest consideration of our 
Company for ancillary service 
in Missouri or where recommen- 
dations are to be made to people 
moving from other states to 
Missouri. 


“Trust Service Exclusively” 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 

















smaller trust funds and operate at a 
reasonable profit through the Common 
Trust Fund. 


3. Life Insurance — I am not in any 
way attempting to belittle annuities. We 
enjoy a fine relationship with the insur- 
ance fraternity. It is in the nature of 
co-operation rather than competition. 
This year our insurance officer made a 
survey for me, using a man aged 50 
with $50,000 and a life expectancy of 
2544 years. We were surprised to learn 
that if he purchased a single premium 
contract and if he lived his life expect- 
ancy, the most he would receive would 
be $67,000. This figure is not reduced 
by the income tax he would have to 
pay. If the $50,000 had been placed in 
our Common Trust Fund he would re- 
ceive approximately $2,000 a year and 
even if he is in a 50% tax bracket he 
would have $1,000 net after taxes, and 
over a period of 2514 years this would 
total $25,500. He would still have his 
original $50,000 investment which totals 
$75,500 as compared to $67,000. Obvi- 
ously, where the individual has a wife 
and children, he is interested in being 
able to pass this accumulation to them 
at his death. 


4. Open-End Investment — If you 
have a Common Trust Fund you are 


. specialty funds, 3.7%. Compare these 


able to give your trust customers more 
conservative diversification than the 
average open-end investment company 
which has a larger percentage of com. 
mon stocks. In addition to the loading 
charge, which averages about 714 to 
8%, there is a current management fee, f 
I would add in all fairness, that the f 
loading charge drops as the investment 
increases, but it does take several years 
to work off this charge. A few—about 6 
out of the 400—do not have a loading 
charge. An analysis was made by ow 
investment department and we found 
average management fees, based on in. 
come, to be; common stock funds 
11.6% ; combination funds, 12.6%; and 
specialty funds, 15.9%. The income 
yield averages (not including capital 
gains) were: common stock fund, 
4.67%; combined funds, 4.0%; and 



















with the usual trustee fees and the in. 
come yield of your Common Trust 
Fund and you find that you are ina 
very favorable position — keeping in 
mind the safety of the principal. 












It is my personal feeling that before 
long every trust company will have a 
Common Trust Fund, where state laws 
permit, in order to meet competition 
and to operate its trust department at 
a reasonable profit. 








ADVERTISING ASPECTS 


H. P. SOMMER, Jr. 
Vice President, The Merrill Anderson Co., Inc., New York 


N THE worps OF T. B. WiLtiaMs of 
i] Security-First National Bank of Los 
Angeles, the Common Trust Fund “could 
form the basis for an entirely new era 
in Trust Service, and is the greatest 
step forward since the organization of 
the first corporate trustee.” 

If this is so, and it is the vehicle that 
will take us into a bright future of 


increased profits, then people will have 
to be told about it—sold on the need 
for it. 

What people? What is our market? 
I’ve heard it referred to loosely as the 
mass market, the rank and file, the man 
on the street. I doubt if it is either of 
these. But there is a very large segment 
of our population—savers and investors 
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513 MADISON AV. NY. 22 NY. 
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trust service—who have no idea of the 
advantages inherent in the Common 
Trust Fund. Who are they? Here are a 
few odd million which occur to me: 


(1) One out of every three families 


' in the United States own stock in corpo- 
at the f 
stment | 


rations. 

(2) Shares in Mutual Funds are 
owned by over 3 million investors—to 
the tune of $3 billion compared with 
$350 million eleven years ago. In pass- 
ing, I remind you these people have 
been sold on the principle of investment 
diversification. 

(3) The backlog of savings in the 
United States is well over $130 billion. 
A large proportion of this money is in- 
vested in the biggest mutual investment 
trust of all—U. S. Savings Bonds. 

(4) The successful small estates 
movement, which started right here in 
California, brought thousands of people 
into trust departments who had never 
been in them before. 


So there is your market for the Com- 
mon Trust Fund, or at least part of it. 
The dollar volume is tremendous, and 
I suspect it’s a market which can be 
tapped effectively only through the use 
of mass advertising media. 

Hand in hand with this huge grow- 
ing market for trust service, the Com- 
mon Trust Fund is becoming a young 
giant. From ten funds valued at 18 
million in 1940, there are now some 128 
Funds with assets valued at almost 


900 million. 


But peculiarly, advertising has had 
practically nothing to do with either 
their growth or the still limited accept- 
ance of the idea by the public. The 
reason? Only a handful of banks have 
advertised their Funds with any degree 
of consistency. 


Why haven’t banks advertised their 
Common Trust Funds? After all, Mutual 
Funds are advertising right and left. 
Only the other day I saw’an ad which 
carried the caption, “Mutual Funds 
Make Small Living Trusts Feasible.” 
The answer is that some trust men be- 
lieve the Common Trust Fund cannot 
be advertised under existing regulations 
and others feel it should not. 

The first view is erroneous; the sec- 
ond a matter of how you interpret the 
Federal Reserve Board’s Regulation F, 
and, of course, individual bank policy. 

A good many banks started a Com- 
mon Trust Fund for one primary pur- 
pose: to make small trusts, then on 
their books, profitable. It was not their 
intention to use the Fund as a medium 
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who have need for the protection of 


through which they could expand their 
market for trust ‘service. 


These banks have followed to the 
letter the intent of Regulation F, which 
prohibits trust institutions from offering 
units of a Fund as an investment medi- 
um; to do otherwise would subject a 
bank to the risk of losing its Fund’s 
tax exemption under Section 169 of the 
Revenue Code. 


No one can doubt the wisdom of this 
prohibition or fail to agree with the 
Reserve Board’s reasons for promulga- 
ting it. 

Obviously, for anyone who plans to 
start a Common Trust Fund and adver- 
tise it, Section 17(a) of Regulation F is 
“must reading.” These are the principal 
points which affect advertising: 


(1) A bank shall neither advertise 
nor publicize the earnings or as- 
set value of a Common Trust 


Fund. 


If a bank’s Trust Investment 
Committee believes a trust was 
not or is not being created for 
a bona fide fiduciary purpose, 
the funds of such a trust cannot 
be invested in a Common Trust 
Fund. 

The operation of a Common 
Trust Fund as an investment 
trust for other than fiduciary 
purposes is prohibited. 


(2) 


(3) 


(4) A bank shall not, in soliciting 
business or otherwise, publish or 
make representations which are 


inconsistent with the Regulation. 


The Trust Division’s Handbook on 
Common Trust Funds should also be 
studied, particularly the Division’s offi- 
cial policy adopted February 5, 1945, 
entitled, “What the public should be 
told about Common Trust Funds.” This 
policy recognizes the propriety of adver- 
tising the uses and advantages of the 
Common Trust Fund, but urges that it 
should be offered only as a facility for 
rendering trust service. The Handbook 
says in part, “The purpose of a Common 
Trust Fund cannot be an attempt to 
attract new business in volume. It is a 
tool or method for handling accounts 
both on the books now and to come on 
the books in the natural course of busi- 
ness.” 


So the Trust Division’s official view 
is: don’t make a special effort to ad- 
vertise Common Trust Funds. However, 
the CTF Committee of the Trust Divi- 
sion in a report to its Executive Com- 
mittee, recommends that banks can and 
should, even under the limitations I 


have just mentioned, advertise and pub- 
licize their Funds a good deal more. As 
yet this report has not been acted upon 
by the Executive Committee. 


Up to this point, everything I have 
said points toward the inevitable con- 
clusion that Common Trust Fund ad- 
vertising is in a vacuum. Certainly there 
is nothing in Regulation F which sup- 
plies us with positive guidance as to 
how to advertise. But, remember, a reg- 
ulation in itself is negative. It controls, 
prohibits, and restricts. So we learn 
what to say in our advertising by first 
finding out what we can’t say. 


So much for Regulation F except for 
a final word about the Reserve Board’s 
practical attitude. It has never objected 
to advertising the Common Trust Fund 
as a facility for trust service or as a 
means by which banks can handle small 
trusts. Federal Reserve Banks in the 
12 districts take the same attitude and 
have adopted a “hands off” policy. How- 
ever, I imagine this would change if a 
bank advertised improperly. 


Where do we stand now? If you 
agree with those who believe the Com- 
mon Trust Fund is the “white hope” 
of the trust business, that it means better 
service to the public and a better way 
to get across the trust idea to the vast 
market I outlined earlier—in short that 
it should be advertised—then how can 
it be done without violating the spirit 
and intent of Regulation F? The answer 
seems to be: 


Don’t advertise the Common Trust 
Fund as such, as a specific individual 
trust service. Instead, sell trusts !—their 
uses and advantages in terms of human 
needs. Emphasize that it’s a tool (rather 
than a service) which multiplies the 
ways in which a trust can help people, 
and enables people to use trusts who 
might otherwise not be able to use 
them. 


Advertising it primarily as a means 
of supplying investment diversification, 
protection and benefit, is too close to 
representing it as an investment medi- 
um. People who respond to this kind 
of advertising are apt to think in terms 
of yield and unit value rather than the 
benefits which only a trust can give. It’s 
a matter, therefore, of starting with the 
right approach, 


In the First Phase, most banks follow 
an identical pattern. When a trust fund 
is started, an announcement ad appears 
in the paper and a descriptive booklet is 
published, usually in question and an- 
swer form. Most ads stress the benefits 
of investment diversification to small 
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“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 


Capital Funds. . . $ 21,644,646 
Total Assets. . . . $234,323,461 


Founded 1784 


Member Federal! Deposit Insurance Corporation 








trusts. Usually, that ends the advertis- 
ing—and CTF becomes veiled in mys- 
tery. Incidentally, I have talked to com- 
mercial officers in banks that have a 
Common Trust Fund, and few, if any, 
can describe what it is other than calling 
it, “that thing the trust department has 
for small estates.” 


Some banks follow the announcement 
with ads that sell the Common Trust 
Fund as a means of (1) creating small 
trusts and (2) securing investment 
benefits. 


Now, we come to the Second Phase: 
advertising which describes the advan- 
tages of a Trust—advantages which de- 
pend on the use of the Common Trust 
Fund as a tool. The Trust Company of 
Georgia, for example, published two 
ads entitled, “I’m happy today because 
I have taken care of tomorrow,” and 
“Pictures of the future are much clearer 
when you plan with vision today.” Also, 
the folder, “Who Looks To You... .?” 
which starts by listing the personal and 
human objectives for which trusts are 
used. Other ads follow the same trust 
theme. “Social Security for the profes- 
sional man” was prepared by the New 
England Trust Co. In “Two teen-age 
children and $30,000,” St. Louis Union 
Trust Co. presented a human-interest 
story of how a trust helped a family 
and how the Common Trust Fund made 
the trust more effective. Finally, Central 
Trust Co. of Cincinnati published an 
excellent ad which is a picture legend 
story of how Sally’s college education 
was planned ahead of time through the 
establishment of a small trust. The Com- 
mon Trust Fund is not even mentioned 
in this ad. 


To summarize, here are the rules of 
the road, as I understand them, in Com- 
mon Trust Fund advertising. First, the 
restrictions, the prohibitions, the dont’s: 


Don... Stress yield of unit value 


Don’t... Advertize or publicize earn- 
ings 

Don’t... Compare performance of 
your Fund with another Fund 


Don’t... Advertise or publicize your 
report (subject to state law on 
publication of a judicial ac- 
counting ) 


Don’t... Give the impression you are 
offering units of a Common 
Trust Fund, or that if a person 
establishes a trust, funds will 
be invested in a Common Trust 


Fund 
Don’t... Imply that other banks are 





at a disadvantage by not having 
a Common Trust Fund 


Second, the positive side — the things 
you can do. 







First Phase 






Advertise to the public, to eligible 
beneficiaries, co-trustees, and lawyers, 
the uses and functions of the Common 
Trust Fund as a tool rather than a se. 
vice to provide small trusts with: 








a—better investment diversification 






b—greater protection of principal and 
stability of income 








c—increased efficiency of operation 






d—greater economy in administration 






Stress trust must be bona fide, and 
bank the trustee. 







Second Phase 






Advertise trusts— their uses and bene. 
fits in terms of human needs, such as: 







—protection for dependents 





—building an estate 





—providing for children’s education 





—old age retirement 






—helping charities 
—relief from burdens of managing 
property. 
Show how the Common Trust Fund 
is the investment tool that makes the 
above possible for small trusts. 































Advertise trusts as the medium fo 
protecting property and making it pro- 
ductive. Stress flexibility and availability 
of principal. 

The Common Trust Fund is nothing 
more than a sharper tool which helps 
make trust service better. If you keep 
this fact in view when you advertise, 
Regulation F should not be a hindrance 
or create a road block. 


More and more banks are getting 
away from the title “Common” Trust 
Fund. To most people, “Common” con- 
notes something which is plain, ord: 
nary—hence cheap and low-grade. Fev 
people with whom I spoke realized if 
meant a trust fund which pooled th 
assets of many trusts into a comm 
fund. Discretionary and _Diversifie 
seem to be leading in popularity rig 
now. The Cleveland Trust Compati 
says “General Trust Fund.” The- Pro 
tor Trust Company in Vermont calls! 
the “Associated Trust Fund.” Othe 
names that occur to me are Cooperativé J 
Stabilized, Combined, and Consolidatet 
But whatever you call it, avoid the it 
plication that it is a mutual or opt 
end investment trust. 
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One final thought: I’ve never heard 
of a person buying life insurance be- 
cause the company diversified its invest- 
ments—most people buy insurance to 
rotect their families. So it seems to 
me we should learn from the insurance 





people: advertise trusts as a means of 
supplying family protection, then show 
how the Common Trust Fund fits into 
its correct spot—as the tool which pro- 
tects trusts by spreading the risk 
through diversification. 


DOES COMMON FUND INCREASE PROFITS? 
MAURICE JAMES 


Vice President, First National Trust & Savings Bank, San Diego 


EFORE 1930 SEVERAL BANKS started 
B contractual funds designed for the 
common investment of monies earmark- 
ed for that purpose by trustors. These 
funds were established frankly to at- 
tract new trust business and the units 
or interests were of such denomination 
as to reach a mass market. However, 
these forebears of the present common 
trust fund did not have a fair trial 
because of the great depression and 
preoccupation of banks generally with 
other matters. 1932 and subsequent 
years brought home to us forcefully the 
fact that the trust business to survive 
would have to adjust itself to smaller 
average individual trusts. 


Whether solicited or not, we found 
ourselves with more and more compara- 
tively small trusts. Many banks accepted 
all trusts under wills no matter how 
small or burdensome as a matter of 
good public relations even though such 
business tendered under voluntary trusts 
would have been declined. 


A survey was made five years ago 
by the American Bankers Association to 
refute a prevalent impression that trusts 
were the special privilege of the wealthy. 
It was found that 54% of all trusts ad- 
ministered by corporate trustees in this 
country had an annual income of less 
than $1,200 and that the average in- 
come in this group was $370.00 per 
annum. Furthermore, 73° of all trusts 
had an annual income of less than 
$3,000 with an average income in this 
group of $788.00 per annum. The desire 
to make this business profitable is what 
in time gave birth to the Common Trust 
Fund, approved in 1937 by the Board 
of Governors of the Federal Reserve 
System and culminating years of hard 
work by the Committee of the Trust 
Division. 

Banks operating a Common Trust 
Fund can profitably accept any legiti- 
mate trust however small if it meets the 
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minimum fee scale. At the same time, 
the bank is not subjected to the pos- 
sible embarrassment of declining such 
business and may often set up a rela- 
tionship which can prove of value to 
other departments of the bank. 


Regulation F emphasizes the fact that, 
the Common Trust Fund is not to be 
used as a new service or investment ve- 
hicle to be offered the public, but the 
individual trusts so invested must be 
held strictly for fiduciary purposes. The 
A.B.A. handbook on Common Trust 
Funds says on Page 15, “There is seri- 
ous doubt whether a Common Trust 
Fund is a powerful magnet for profitable 
new business.” However, the experience 
of others and our own over ten years 
of operation of a fund is that you add 
a new tool, if wisely used, to the kit 
of the trust solicitor or trust officer. 


I have recently made a spot check 
of Common Trust Funds operated in ten 
different states involving over 10,000 
trusts aggregating in value over 200 


“Your uncle died leaving a debt of fifty dollars, and he'd appreciate it if 
you all chip im and pay it.” 





million dollars and the average invested 
value of each trust was $20,180. In our 
fund, the average is $20,960. In 1950 
the Regulation was, as you know, again 
amended permitting a single trust to in- 
vest up to $100,000 in a common fund 
and while some of these larger trusts 
have been so invested, our own experi- 
ence indicates that most trusts over 
$50,000, which have been in existence 
for a few years, have a fair degree of 
diversification, but more important, 
capital gains, usually on common stocks, 
would often too greatly penalize such 
trusts if liquidated for investment in 
the Common Trust Fund. Trusts both 
new and old with few if any capital 
gains are therefore the likeliest candi- 
dates for admission to the fund. We 
have found that the fund is an admir- 
able investment medium at the outset 
for small or moderate sized trusteed pen- 
sion and profit-sharing funds. After the 
investment limit of $100,000 has been 
reached, sufficient diversification and 
dollar averaging can be _ obtained 
through the use of the periodic addi- 
tions to the trust. 


William A. Lyon, Superintendent of 
Banks of the State of New York, agrees 
that a penny saved is a penny earned. 
Whether present statutory fees in New 
York are adequate will be determined by 
a survey now being made and his de- 
partment is also investigating economies 
in operations resulting from Common 
Trust Funds. He recently stated that pre- 
liminary information indicated that 
where the individual trust can be wholly 
invested in the common fund, the re- 
sulting drastic decrease in the number 
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of items means a material reduction in 
costs. Here, however, is a rather start- 
ling twist since Mr. Lyon stated, as re- 
ported in Trusts AND Estates August 
issue, that the Common Trust Fund 
“can help more to put the corporate fi- 
duciary business in the state on a reas- 
onable earnings basis rather than suc- 
cessive increases in the scale of fees.” 


Mr. Lyon is partly right, though after 
ten years and diligent effort to put all 
eligible trusts in our own Common 
Fund, we find that, while over one- 
fourth of all our trusts are fully invested 
in the fund, it still comprises less than 
10% of the value of our total discretion- 
ary trusts. 


Our fund has $781,000 invested in 
maturity value Series “G” U. S. Savings 
Bonds. On average each of the 172 
participating accounts before entering 
the fund had three separate blocks of 
these bonds on which interest was pay- 
able at different times. Thus with semi- 
annual interest payments, there were 
1,034 separate entries for government 
bond interest, now there are only twenty- 
four. 


Every trust administrative officer 
knows that much of his time is spent 
in discussion and correspondence with 


SPECIALISTS 
IN THE 
MANAGEMENT 
OF 

DELAWARE 
ESTATES 


Specializing in real and 
personal property man- 
agement for out-of-town 
customers. 


> 


*“‘We Want Your Business’ 
EQUITABLE 
SECURITY 
TRUST Company 


First Commercial Bank. Founded 1795 
First Trust Company. Founded 1885 
Main Office: 9th and Market Sts. 


WILMINGTON, DELAWARE 


Member 
Federal Deposit Insurance Corporation 





customers concerning accounting, tax 
and investment problems. The twenty 
thousand dollar trust often consumes 
more of the officer’s time than the large 
trust. It has been the experience of 
banks with Common Trust Funds that 
such personal calls and correspondence 
have been reduced enormously. In fact 
in one bank over 1,100 individual trusts, 
fully invested in the Common Trust 
Fund, are assigned to a single admini- 


COST ANALYSIS — TRUST 259 
($44,000 Invested Value) 
Before (B) and After (A) Participation in C.T.F. 


1. Security 
5% Opening & Closing Cost 
Safekeeping, In and out activity 

2. Tax Returns 


Income & Distribution Items 
Bond Transactions 
Stock Transactions 


@ $3.20 per hour 
3. Payments @ $0.975 each 


4. Accounting 


Principal entries 
Income entries 


@ $2.21 per hour 
5. Trust Commissions @ $1.27 each 
6. Cash Bookkeeping @ $0.092 each 
7. Administration 
5% Opening & Closing Fee 
Number of Investment Items @ 1.52 
Dollar Value @ $0.12 per M 
Overhead (15% Direct Cost) 


(15% Direct Cost less 
Common Fund $42.76) 


8. New Business @ $0.08 per M 


9. Investments 


Purchase & Sales @ $1.19 each __..__ 


Investment & Security Reviews 
Bonds 


Cost at $10.20 per hour 

Annual Review Committee @ $75.00 

per hour 
Statistical by Issue @ $0.09 per M 

10. Collections @ $0.345 each 
Cost of Common Trust Fund 


per unit @ $0.306878 (322 units) _ 


TOTAL COST 


COMMON TRUST 
TOTAL DIRECT AND INDIRECT COSTS 


Investment Department __. 
Overhead—5% of the net of Head 


Office Income & Expense Allocation 


Trust Operations 
Printing Annual Report 
Safekeeping, in and out activity, etc. 


TOTAL COST OF FUND OPERATION ___ 


Total Units Outstanding as of 6/30/52 
Total Cost per Unit 








strator. How many officers would other. 
wise devote their time to these accounts? 
Impressive as are the operating saving; 
it is apparent that administrative econo. 
mies are even more important, but jy 
this field it is pretty difficult to dete. 
mine with any accuracy the exact dolly 
savings. 












The following is the case history of 
a trust showing the economies effectej 
before and after participation: 
















No. Time Cost 
BA B A B A 

Cee ae $ 194 $ lo 
oe core 13.00 0.0 
Be ilies tie 71 10 2:26 0:22 
ee 2 0 0:24 0:00 
week ll 0O 2:45 0:00 
ASE 2 2 3:34 3:34 
ote 9:09 3:56 29.28 12.59 
MAC ne 2 2 1.95 1.9 
evecare a @ 2:13 0:00 
besos aes 71 10 2:22 0:20 
Preece 0:50 0:28 
Sc ecate 5:25 0:48 11.97 1m] 
Bes es 4 4 5.08 5.08 
pul Ae 94 10 8.65 0.92 
aes 1.94 1.94 
no ean 23 1 34.96 152 
ae 44 44 5.28 5.2 
a 34.63 

6.41 
naeeees 44 44 3.52 3.52 
Rarer _ 8B 0 15.47 0.00 
raerewer § 9 0 1:48 0:00 
se gl 14 0 3:30 0:00 
Seen, 5:18 0:00 54.06 0.00 
peat aw a... 0:15 0:05 18.75 6.35 
Pee 44 0 3.96 0.00 
as 61 0 21.05 0.00 
okies 0.09 98.81 


_— 


$265.49 $147.8 





FUND ANALYSIS 
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VIscOUNT WALDORF ASTOR, American- 
porn member of the House of Lords, left 
a will dated some five weeks before his 
death, in which he disposed solely of his 
property located within the United States 
and exercised a power of appointment 
granted him in a deed of trust created 
by his father in 1919 with City Bank 
Farmers Trust Co. of New York. After 
specifically citing powers of appointment 
which he elected not to exercise, Viscount 
Astor appointed one-half of the 1919 trust 
fund to the bank as trustee for his five 
children, who will receive the income for 
life and are given limited, tax-free pow- 
ers of appointment over the principal of 
their respective shares. The trustee — 
also named as executor — is authorized 
jin its judgment to apply principal to the 
use of any beneficiary; no reason need 
be given by the trustee to justify its de- 
cision. The other half of the 1919 fund is 
allowed to pass in default of appoint- 
ment. The rest of the so-called American 
estate is left in trust for the testator’s 
son William Waldorf Astor, Conservative 
Member of Parliament who succeeds to 
his father’s titles. 


Cot. JOSEPH W. McINTOSH, Comp- 
troller of the Currency during President 
Coolidge’s administration, bequeathed 
$25,000 to one of his sisters and $10,000 
to his brother. A stock broker after his 
retirement from public office, Col. McIn- 
tosh left the rest of his estate, estimated 
at $375,000, to his wife, subject to a 
monthly charge of $700 in favor of an- 
other sister for her lifetime. The execu- 
tors are Mrs. McIntosh and Fauquier 
National Bank of Warrentown, Va. 


WHERE THERE'S A WILL 


CHARLES JEHLINGER, dean of the Amer- 
ican Academy of Dramatic Arts who was 
regarded by many as this century’s most 
outstanding teacher of acting, left the 
bulk of his estate to two friends and his 
sister. One friend receives $15,000 and 
one-third of the residue; the sister and 
other friend were bequeathed $20,000 
and one-third each of the residue, but the 
friend predeceased Mr. Jehlinger who had 
also named him co-executor with The 
New York Trust Co. 


FLEMING BLANCHARD McCCuRDY, one of 
Canada’s leading financiers, left an estate 
estimated at $6,000,000. The posts held 
by the farm boy who made good in- 
cluded vice president of the Bank of 
Nova Scotia, president of Halifax Insur- 
ance Co. and Eastern Trust Co. of Hali- 
fax, the last of which he named to 
administer his estate along with his 
widow and son. Following specific leg- 
acies to servants, nieces and nephews, 
Mr. McCurdy set up a trust of $6,000 to 
provide prizes in schools which he at- 
tended during his youth; four trusts of 
$10,000, the income from each to be paid 
to a sister, and three trusts aggregating 
$40,000 for former and present employ- 
ees. The remainder of these trusts will 
be added to the residuary estate, sixty 
per cent of which is being held for the 
benefit of Mrs. McCurdy, their son and 
five grandchildren. The rest after pay- 
ment of taxes and expenses will be held 
in trust in perpetuity, with ninety per 
cent of the income going to Dalhousie 
University and ten per cent to a local 
church. 
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Call on New England’s oldest trust company for competent, 
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ALABAMA 


Montgomery William L. Gauntt, formerly in the 
First NATIONAL investment department, elected asst. 
BANK trust officer. 





CALIFORNIA 


At the head office: Carl E. Carl- 
son, Raymond D. Bennett, Robert C. 
Struble and Charles. E. Storck ap- 
pointed asst. trust officers; at Pasa- 
dena: C. A. Gilmore, asst. trust officer; and at Westwood 
Village branch, Donald J. MacDonald named asst. trust officer. 





Los Angeles 
SECURITY-FIRST 
NATIONAL BANK 


Lewis B. Maier elected asst. trust of- 
ficer. A graduate of Arizona State 
Teachers College and of College of 
Law, University of Arizona, Maier 


Los Angeles 
UNION BANK & 
TrRusT Co. 


served in World War II in the Army Air Force, attaining the 
rank of major. He is past secretary-treasurer, California 
Escrow Association. 


Lou E. Townsend, who joined Bank 
of America in 1927, resigned as vice 
president under the bank’s retirement 
program, completing a 47 year bank- 
ing career in San Francisco. Among the numerous adver- 
tising groups in which Mr. Townsend holds membership are 
the San Francisco Advertising Club and the Advertising 
Association of the West, of both of which he served as presi- 
dent. He is past national president of Financial Public Rela- 
tions Association and of Alpha Delta Sigma, advertising 
honorary fraternity. 


Wilfred J. Heath promoted to asst. trust officer. 


San Francisco 
BANK OF AMERICA 
N.T.&S. A. 


COLORADO 


Donald G. McDade elected trust offi- 
cer, and his work will also pertain to 
operations and personnel. McDade 
comes from Buffalo, where he was 
asst. secretary at Manufacturers & Traders Trust Co. 


Denver 
UNITED STATES 
NATIONAL BANK 


CONNECTICUT 


Walter F. LaFontaine announced as 
vice president and trust officer. A 
trustee of Norwich Savings Society, 
a director of Norwich Communiy 
Concert Association, and treasurer of Norwich chapter of 
the American National Red Cross, LaFontaine entered the 
employ of Bankers Trust Co. in 1928 (which became part 
of the present bank). 


Norwich 
HARTFORD-CONNEC- 
TICUT TRUST Co. 


FLORIDA 
Orlando Clifford M. Hames became asst. trust 
First NATIONAL officer. He formerly was credit analyst 
BANK and asst. manager of trust operations 


in the main office of Trust Company 





JOHN WALLACE 
Boston 


HORACE SCHERMERHORN 
Boston 


W. F. LAFONTAINE 
Harttord 
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BRADLEY B. GILMan 
Worcester 


ROBERT D. POWELL 
Worcester 


ALLEN POTTER 
Worcester 












of Georgia, Atlanta. Holder of A.B. degree, Emory U., and 
LL.B. from Atlanta Law School. 









Miami Victor E. Corrigan elected vice presi. 
SECURITY dent. Since 1947 he has been property 
TRusT Co. manager for the company and man. 





ager of the company-owned Shoreland 
Building, Corrigan will continue to manage the company’s 
properties, and has been assigned additional executive re. 
sponsibilities. 














ILLINOIS 
Chicago William P. Scott became asst. vice 
LASALLE NATIONAL president in the new business depart. 
BANK ment of the trust department. Scott 











comes from the Bank of Nutley (N. 
J.), where he was vice president and trust officer. He formerly 
was with the trust investment department, Bank of New 
York. 
Chicago 
PIONEER TRUST & 
SAVINGS BANK 












Harold F. Tollkuehn succeeds the late 
John L. Sunde as vice president in 
charge of the trust department. Toll. 
kuehn is a member of the law firm of 
Finn, Tollkuehn & Smith. 





MASSACHUSETTS 
Boston Horace Schermerhorn, vice president, 
NATIONAL SHAW- has been elected senior trust officer 
MUT BANK and John Wallace, assistant vice presi- 


dent, has been elected vice president 
and trust officer. Mr. Schermerhorn joined Shawmut in 1925 
and has been vice president and trust officer since 1947. He 
holds an honorary M.A. degree from Amherst College. 
Mr. Wallace, who joined Shawmut in 1936, is a graduate 
of Dartmouth College and Amos Tuck School of Business Aé- 
ministration. 


Boston William F. McGonagle appointed trust 
SECOND NATIONAL operations officer. He is a graduate of 
BANK Harvard College and the Harvard 

Business School. 

Worcester Effective January 1, 1953, Allen Pot- 

MECHANICS ter will join the bank as vice presi- 


NATIONAL BANK dent and trust officer. Potter is now 
trust officer of Day Trust Co., Bos 
ton. He is currently president of the Corporate Fiduciarie 
Association of Boston and vice president of the Boston Life 


Insurance and Trust Council. 


Worcester Bradley Baldwin Gilman elected vice 
WORCESTER COUNTY president and trust officer in charge 
Trust Co. the trust department. Formerly 4 

partner in the law firm of June, 

Fletcher, Gilman & Whipple, Gilman is a graduate of Yale 

and of Harvard Law School. He is president of Worcester 

Taxpayers’ Association and Chairman of the Board of Trus 

tees of Bancroft School, and past president of the Ap 

palachian Mountain Club. 
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Ralph D. Powell was promoted to asst. vice president and 
investment officer, to head the investment department which. 
under the supervision of the Trust Committee is responsible 
for handling investments in the trust department, funds of 
which aggregate approximately $85 million. Powell holds an 
A.B. degree from Ohio U., and M.B.A. from Harvard Grad- 
uate School of Business Administration. He entered the em- 
ploy of Worcester County Trust in 1932. 












William J. McKinley remains with the bank as vice presi- ‘ ee a 
dent and trust officer. Because of his experience and wide ADRIAN M. MASSIE HULBERT S. ALDRICH WINSLOW BENSON 

























































acquaintanceship in the area, he had been relieved of admin- New York New York Toronto 

istrative duties in order to spend more time on business 

development. 
SILMAN New York Alfred H. Howell, formerly asst. trust 
er MINNESOTA CiTy BANK FaRM- officer, named asst. vice president. 
U., and | Minneapolis Glen Sawyer promoted to trust of- ERS Trust Co. 

MARQUETTE ficer. New York Theodore Columbo resigned, and Har- 
presi. NATIONAL BANK COLONIAL old Springer made vice president and 
roperty Messeuns TRustT Co. trust officer. Colonial is no longer ac- 
1d man. : : cepting personal trust business, con- 
oreland St. Louis Richard L. Studell appointed asst. fining fiduciary operations now to corporate trust business. 

WER GROVE BANK trust , among oth ti ‘ : " 

mpany’s oe ae Some, © on eee New York Adrian M. Massie has been elevated 

bi & TrusT Co. , : : , ‘ 
lve re. NEW YORK from executive vice president to chair- 
New HAMPSHIRE Trust Co. man of the board and chief executive 
Paul N. W d officer of The New York Trust Co. 
é Manchester sad C Parag es the late He succeeds as top official Charles J. Stewart who resigned 
St. vice soma Curtis C. ase as trust officer. as president to become a partner of Lazard Freres & Co., 
depart. PEE: SA New York, on January Ist. Hulbert S. Aldrich was advanced 
t. Scott New Mexico to the presidency and named a director. Mr. Massie, a 1919 
ley (N. Yale graduate, is widely known in the banking field par- 
— Santa Fe Alexander V. Wasson elected presi- ticularly for his work in investments. Mr. Aldrich, also of 
of New First NATIONAL dent succeeding the late George M. Yale, has been in charge of the company’s business in New 

BANK Bloom. Wasson, vice president and York, New Jersey and New England states. 
the late trust officer since 1947, has been act- 
dent in} ing president. Previous to joining First National, he was NortTH CAROLINA 
. Toll — officer of Union National Bank of Pittsburgh for 17 Raleigh — 

rm of § years. WACHOVIA BANK sistant secretary in the trust depart- 
New York New second vice president C. Jerome OHIO 
esident, i a > 
| = CHASE NATIONAL Weber was formerly pension trust of —_—_ Atserney Beliect Revd isleed the bent 
. Officer BANK ficer; Ralph K. Holtje was appointed a 
: : REEVES BANKING as asst. trust officer, a new administra- 
e presi- an investment officer. an f , 
ahi & TRusST Co. tive post made necessary by growing 
in 1995 | New York Four asst. trust officers advanced to business volume. 
947. He CHEMICAL BANK trust officers: James M. Clark, Joseph Cleveland Wayne D. Moffitt elected trust officer, 
; & Trust Co. F. Emmerich, Charles A. Rosebrock CLEVELAND succeeding P. S. Kingsbury who re- 
radua and Earl C. Williams. W. Brewster Trust Co. tired. Moffitt was most recently in 
is a Winton, formerly investment trust officer, promoted to asst. charge of the bank’s employee training 
vice president in the investment division. division. 
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Entrance and administrative officers’ quarters in newly remodeled trust department of Fort Worth National Bank. 








strates | NoveMBER 1952 





PENNSYLVANIA 
Philadelphia Harry L. Walters joined the company Fort Worth 
FIDELITY-PHILADEL- November first as vice president in Fort WorTH 
PHIA TRUST Co. charge of pension and profit-sharing NATIONAL BANK 


trust development. Walters has been 
a vice president of GmRARD TRUST CORN EXCHANGE BANK 
since 1943, having previously been in charge of the Phila- 


Samuel H. Ballam, Jr., was named asst. trust investment 
officers; Franklin R. Kay an asst. trust officer. 


NATIONAL BANK 






Elkhart, Ind.—Stephen Barnett, vice Bank Resources Exceed 
president and trust officer of First Na- Two Hundred Billica 
TIONAL BANK, has been elected chairman 
of the trust division, Indiana Bankers Resources of the banks of the country 
Association. stood at $204,303,000,000 on June 30, 


1952, according to the recently published 
final 1952 edition of the Rand McNally 
Bankers Directory. This figure represents 
an increase of $13,386,000,000 for the 12- 
month period ending on that date, but is 
down more than a billion from the Decem- 
ber 31, 1951, total. 


Deposits aggregating $186,618,000,000 
showed an increase of $12,525,000,000 
for the year, but a reduction for the last 
six months of the period of $1,570,000,000. 


Loans and discounts increased in both 
six-month periods, making the gain for 
the 12-month period $6,083,000,000 and 
the June 30th total $70,980,000,000. 


Cash showed an increase of $3,423,000,- 
000 for the year, to a total of $42,304,- 
000,000. Investments in government se- 
curities totaled $71,212,000,000, an in- 
crease of $1,998,000,000, and those in 
other securities increased by $1,783,- 
000,000 to a total of $16,989,000,000. 


PENSION TRUST EXEC. 


A Progressive One Hundred Year Old 
Mutual Life Insurance Company located 
in New England is about to expand its 
Pension Trust operations in the Home 
Office and is seeking a man with practical 
experience in the Pension Trust field to 
direct this project. An unexcelled oppor- 
tunity for the right man. State qualifica- 
tions, experience, background, and salary 
expected. 


Box H-211-3, Trusts and Estates 
50 East 42nd Street, New York 17 






delphia pension and group insurance department of Con- Charlottesville Junius R. Fishburne became yiq 
necticut General Life Insurance Co. PEOPLES NATIONAL president and trust officer, furthe 
BANK expanding the staff of Peoples ly 


firm of Michie & Fishburne, he assists Homan Walsh in ge. 


Philadelphia John Kearsley Mitchell appointed eral administration. 
PROVIDENT trust officer in the trust administra- 
Trust Co. tion division. Graduate of Harvard, . 
Mitchell was with Smith, Barney & Seattle & Yakima 


Co. and with Brown Brothers, Harrison & Co. ‘ ‘ 
OF COMMERCE named also asst. vice president; Joh 
Philadelphia John W. Clegg, Jr., has returned to F. Trowbridge, advanced to trust off. 
THE PENNSYLVANIA his post as trust officer after serving cer at Yakima. 
CoMPANY as a Lieutenant Colonel assigned to 
the Auditor General’s headquarters, CANADA 
U. S. Air Forces, since March, 1951. He will be in charge of Toronto After, 38 years, F. R. MacKelcan, 
trust new business activities at The Pennsylvania Co. NATIONAL Q.C., has retired as Counsel for the 
Trust Co. Corporate Trust Dept., and is suc. 
TENNESSEE ceeded by Winslow Benson who be. 
Nashville William Lane Abernathy made asst. came manager of the department. Benson is a graduate in 
First AMERICAN trust officer. He received his B.A. de- law from University of Saskatchewan. He joined National 
NATIONAL BANK gree from Vanderbilt U. in 1943, and Trust at Saskatoon in 1925, and has been in the corporate 
in 1949 his LL.B. trust department at Toronto for the past six years. 


















TEXAS 


Kenneth K. Mauldin, asst. cashie 
since 1947, elected asst. trust office, 
with duties in the administratiy, 
division. 
















VIRGINIA 








tional. Formerly a member of the lay 







WASHINGTON 


John T. Glase, trust officer of Yakim, 
branch, transferred to Seattle anj 





















The number of banks showed an in. 
crease of 33 for the year, to a total of 
$14,711. Branches totaled 5,713, an in. 
crease of 312. 
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Trust Officer Completes 
50 Years Service 


Raymond S. Kriebel, trust officer of th 
Norristown-Penn Trust Company, Nor 
ristown, Pa., recently completed his fi. 
tieth year in the banking business. 


His career began in 1902, when as: 
17 year old lad Mr. Kriebel became clerk 
and stenographer in The Penn Trust 
Company. He was elected Assistant Se- 
retary and Assistant Trust Officer in 
1911, and was made Trust Officer in 
1920. Five years later the Norristow 
Trust Company and the Penn Trust 
Company merged, and Mr. Kriebel conf 
tinued to serve as Trust Officer of thf 
newly-formed Norristown-Penn Trust 
Company. Under his direction the d f 
partment expanded until today it handey 
$25-million in trusts and estates. 








TRUST EXECUTIVE 


Large Pacific Coast bank has excellent E 
opportunity for experienced trust official |} 
under 50 years of age. Currently mus 
have all the qualities, training and ability 
required to assume a top executive pos J 
tion. | 
Replies will be held in strictest cont 
dence but should be in complete detail 3 
to education and background. 


Box H-211-1, Trusts and Estates 
50 East 42nd Street, New York 17 
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Original office (at left) of First National Bank, Mobile, whose 1865 charter is the oldest 















banking charter in Alabama and antedates national bank charters in six other Southern 
States. At right are the present quarters. 
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AMERICA’S OLDEST BANKS 


1. Alabama: First National of Mobile 


The charter of the First National 
Bank, Mobile, obtained October 18, 1865, 
in the dark days of the post-war recov- 
ery period, is not only the oldest banking 
charter in Alabama, but antedates the 
charters of national banks in the South- 
ern States of Arkansas, Florida, Louis- 
iana, Mississippi, North Carolina and 
South Carolina. 


When First National began operations, 
the cashier lived in quarters over the 
bank, with a large trap door in the ceil- 
ing of the banking room through which 
he could see the entire bank at once, in 
the event of an attempted robbery. There 
was a big bell over the door to summon 
help if needed. Safe deposit service in 
those days consisted in the customer ask- 
ing the bank to store his box of valuables 
in the bank vault. No receipt was given 
the customer when he brought it in, or 
the bank when he took it out. Mail ser- 
vice was so undependable that ehecks for 
out-of-town negotiations were sent in 
duplicate — by successive mails. So 
much counterfeit money — and so well 
made — flooded the South that First 
National went all the way to Charleston, 
S. C., to hire a teller who had achieved 
a reputation for readily detecting coun- 
terfeits. 


Despite the casual and difficult circum- 
stances of the day, First National was 
able in its first year to loan $25,000 to 
the hard pressed State of Alabama (and 
has since extended credit many times to 
both state and local governments). It 
withstood the depression of the seventies, 
when scarcity of currency led to wide- 
spread use of deposit certificates, and in 
the panic of 1893 it furnished cash for 
citizens and business houses in Mobile, 
and at the same time enabled the rail- 


= serving the city to meet their pay- 
rolls, 


Trust business began at First National 


NovemBer 1952 


in 1915 when it took over the business of 
National City Bank which in turn had 
previously absorbed The City Bank & 
Trust Co. and The Central Trust Co. 
First National’s full trust powers came 
in 1919 after the national banks were 
given legal authority to function in that 
field. The first fiduciary account handled 
was a corporate trust in which the bank 
was named trustee to secure a bond 
issue. 


The trust department began operations 
under E. W. Meredith, Jr., who held the 
position of trust officer from 1916 to 
1918, and was followed by Hunter 
O’Rourke, who served until 1924. In that 
year H. A. Pharr, now president of the 
bank, was elected assistant cashier and 
trust officer; two years later he was 
made vice president and trust officer, 
and in 1938 was elected a director. The 
following year H. E. Coale became as- 
sistant trust officer, later being advanced 
to vice president and trust officer. His 
department today includes N. Q. Adams, 
trust officer, and J. C. Andress, Tom St. 
John, and Blanche M. Dempsey, assistant 
trust officers. First National’s trust de- 
partment ranks high among Southern 
banks today. 

















Complete facilities for handling your 
Banking and Fiduciary Business 
promptly and effectively. 


tke FIFTH THIRD [JNION [RUST <o- 


CINCINNATI, OHIO 


Member Federal Reserve System —— Member Federal Deposit Insurance Corporation 
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TRUST 
EMPLOYMENT EXCHANGE 
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Banks seeking trust executives, and 
personnel desiring new opportunities 
are invited to make free use of this 
column, addressing correspondence 
to Trusts and Estates, 50 East 42nd 
St., New York 17, N. Y., attention 
Employment Exchange and code 
number. 


Large Pacific Coast bank seeks top 
trust executive with all-round qualifica- 
tions. See ad at page 866. 


Investment officer with broad trust and 
commercial bank experience in large and 
medium sized trust departments desires 
senior challenging situation anywhere in 
growing community. 211-2. 


Leading insurance company seeks man 
to head expanding pension trust opera- 
tions. See ad at page 866. 


Assistant trust officer with broad cor- 
porate trust experience in New York 
bank, including all functions of stock, 
transfer, registration and disbursement, 
as well as mechanics of personal and 
custody accounts, desires position prefer- 
ably in Northeast. 210-1. 

A AA 


IN MEMORIAM 


LESTER L. KIMMEL, assistant trust of- 
ficer, MicHIGAN NATIONAL BANK, Grand 
Rapids. 


Mayo A. SHATTUCK, Boston attorney, 
and one of the outstanding American au- 
thorities on trust law and practice. 


& 6A 


50th Anniversary 


Syracuse, N. Y.—William P. Freeman, 
trust officer of SYRACUSE TRUST Co., cele- 
brated 50 years in the banking profession 
and was presented with a watch by fel- 
low officers. In 1921 he began in the 
trust department of Syracuse, and ad- 
vanced to trust officer in 1948. 



















































INCOME TAX 


Bonus paid to decedent’s widow not 
income to her. Decedent, for years 1938 
through 1943, received substantial bon- 
uses. He died in October 1944 and, for 
that year, received in salary $38,611. It 
was the practice of his employer to give a 
bonus each year to executives of com- 
pany. Amount that each one received 
was left entirely to President. 

When taxpayer died in 1944, Presi- 
dent instructed the chief financial officer 
to investigate financial circumstances of 
decedent’s widow. He reported that wi- 
dow was not financially secure. He was 
then instructed to consult tax counsel 
who advised that company could pay 
widow an amount approximately equal 
to her late husband’s salary for one or 
two years. On strength of this advice, 
President ordered payment to widow of 
amount substantially equivalent to his 
1943 bonus. Widow received, in addition 
to other payments, a payment of $51,- 
580, in December 1944. Company de- 
ducted this amount on its income tax 
return. Widow did not include amount 
in her income for 1944 on her tax return. 
Commissioner determined it was income 
to her and assessed deficiency. 

HELD: Amount paid was gift and not 
taxable. Commissioner contended that 
amount was income because company 
was legally obligated to pay decedent a 
bonus for 1944 over and above his salary, 
and that payment to widow was in dis- 
charge of that obligation. Court found 
that company was not obligated to pay 
anything to decedent and that intention 
was to assist widow financially. Alice 
M. Macfarlane v. Comm., 19 T.C. No. 2, 
Oct. 9, 1952. 


Trust beneficiary taxable notwith- 
standing assignment of income to grand- 
daughter where trust contained spend- 
thrift provision. In 1926 decedent’s hus- 
band created trust for benefit of himself 
and wife during their lives, and then to 
survivor for life. Trust agreement con- 
tained spendthrift provision against as- 
signment of income. 

Decedent died in 1934, leaving his wife 
surviving. In a codicil to his will, he 
set up a trust for benefit of his grand- 
daughter. In 1939, wife, desiring to in- 
crease granddaughter’s income, entered 
into agreement with granddaughter’s 
trustee whereby she assigned $410 per 


868 





FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


month out of income payable to her, to 
trustees for benefit of granddaughter, as 
long as wife should be entitled to receive 
such income. 


During 1942, 1943, 1944 and 1945, wife 
paid to granddaughter almost $5,000 in 
each year. In 1946, wife was adjudged 
no longer capable of handling her busi- 
ness affairs and trustee was appointed. 
Granddaughter died in 1947 and a bank 
was appointed administrator of her es- 
tate. For years 1943, 1944 and 1945, 
Commissioner determined deficiencies in 
income tax against wife on ground that 
all income received by her from 1926 
trust was taxable to her, even though 
she had assigned it. 

HELD: Commissioner sustained. After 
granddaughter’s death in 1947, her ad- 
ministrator and wife’s. trustee became 
involved in a dispute as to right of 
granddaughter’s estate to continue to 
receive $410 per month. Matter was sub- 
mitted to State Supreme Court, which 
held that assignments of income were 
made in violation of trust provision and 
were thus invalid. Such being the case, 
Tax Court held that income was tax- 
able to wife. Est. of Carolyn P. Brown 
v. Comm. Tax Court Memo Opinion, Dkt. 
No. 26896, Sept. 26, 1952. 


Estate of service man killed in war 
exempt from income tax for year in 
which death occurred. Decedent was 
killed in Leyte on January 7, 1945, while 
a member of Armed Forces of United 
States. In civil life he was a member of 
partnership which filed its returns on 
fiscal year basis, in this case, ending 
June 30, 1945. For that year, decedent 
was entitled to $7,916.61 and his estate 
to $8,184.05. No income tax was paid on 
first item; but tax of $2,039.52 was paid 
on basis of second item. Subsequently, 
estate filed claim for refund of tax of 
$2,039.52. Commissioner denied claim. 


HELD: Refund granted. Statute pro- 
vides that individual who dies after 


December 7, 1941 while in active service’ 


in Armed Forces, shall be exempt from 
income taxes with respect to “the tax- 
able year in which falls the date of his 
death.” Government took position that 
individual is exempt, not his estate. 
Court held that purpose of law was to 
relieve those dying in service from bur- 
den of tax for year in which they died. 
It would be quite anomalous to say that 


this bounty should be withheld so far 
as estate of the deceased veteran is con. 
cerned. Estate of Raymond Lupia », 
Marcelle, Dist. Ct., E.D., New York, 
Sept. 11, 1952. 


Amount paid by remainderman for 
life estate amortizable over life expec. 
tancy of life tenant. Taxpayer’s mother 
created trust in 1982, giving husband 
life interest and remainder to taxpayer 
son. Father created similar trust, giving 
wife life interest. On February 1, 1936, 
taxpayer purchased mother’s life estate 
in trust created by father for $93,060 
and purchased father’s life estate in 
trust created by mother for $104,349, 

In his income tax returns for years 
1936 to 1941 inclusive, taxpayer did not 
deduct any part of cost of life estates in 
two trusts purchased by him. Subse- 
quently he brought suit for refund of 
taxes paid which were attributable to 
failure to deduct for cost of life estates, 


HELD: Refund granted. Government 
contended that when taxpayer purchased 
life interests of his mother and father, 
they were merged with remainder in- 
terests which he owned, and cost of life 
estates was recoverable only upon event- 
ual sale or disposition of corpus of 
trusts. Court, however, was of opinion 
that taxpayer was entitled te recover 
cost of purchases of life estates by 
means of annual, ratable deductions from 
gross income during life expectancies 
of his parents. Laird Bell v. Harrison, 
Dist. Ct., N.D. Illinois, Sept. 17, 1952. 


Payments to pension trust, even 
though made within 60 days of close of 
year, not deductible where trust was not 
in existence for year in which deduction 
is claimed. In 1945, taxpayer corporation 
paid $23,500 to a pension trust which it 
had established for its employees. It took 
deduction for payment on its income 
tax return for 1944. Creation of trust 
was approved on December 28, 1944 by 
Board of Directors and payment of a 
contribution of not more than $25,000 
authorized. However, trust was not in 
fact created until January 26, 1945, and 
it was only on January 25, 1945, that 
trustees who were to serve were named. 
Commissioner disallowed deduction for 
year 1944, 

HELD: Commissioner sustained. Sec- 
tion 23(p) of Internal Revenue Code al- 
lows deduction for payments made to 
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pension trust only “in the taxable year 
when paid.” However Section 23(p)(1)- 
(E) provides that “a taxpayer on the 
accrual basis shall be deemed to have 
made a payment on the last day of the 
year of accrual if the payment is on 
account of such taxable year and is made 
within sixty days after the close of the 
taxable year of accrual.” Here, since 
trust was not actually established until 
1945, company was not liable for con- 
tribution. Thus, item was not properly 
accruable at close of 1944, and even 
though paid within sixty days thereof, 
was not deductible. Abingdon Potteries, 
Inc. v. Comm., 19 T.C. No. 4, October 
10, 1952. 


ESTATE TAX 


Attorney’s fees for services in obtain- 
ing removal of guardian of incompetent 
deductible by incompetent’s estate. De- 
cedent, several years prior to his death, 
was adjudged an incompetent and a 
guardian of his estate was appointed 
by California Court. Decedent’s daughter 
became dissatisfied with guardian’s 
management of estate. She contracted 
with attorneys to represent her in pro- 
ceedings to have guardian removed and 
to conserve estate. Agreed compensation 
of attorneys was 25% of such amount 
as she might receive from estate upon 
her father’s death. As result of litigation 
commenced by daughter, guardian re- 
signed. Daughter and another individual 
were appointed co-guardians. 


Decedent died in May 1943. Daughter 
was named executrix in his will and was 
bequeathed his entire estate. During 
pendency of probate proceedings, daugh- 
ter agreed with her attorneys that they 
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should receive $75,000 instead of 25% 
of estate. This was paid out of estate 
but was not deducted on estate tax return. 
Subsequently daughter, as _ executrix, 
sought to recover in District Court $15,- 
376.72 in taxes erroneously paid by rea- 
son of failure to include $75,000 as a 
claim against estate. 


HELD: Judgment for estate. Refund 
allowed. Government contended claim 
was not enforceable and hence not de- 
ductible. Court held that claim was a 
valid claim against estate, was in ex- 
istence at time of his death, and was 
enforceable. Under California law, es- 
tates of incompetents are liable for 
reasonable value of legal services ren- 
dered to secure removal of derelict 
guardian or to otherwise protect in- 
competent. Erickson v. Smyth, Dist. Ct. 
N.D. Calif. Aug. 14, 1952. 


Exemption from estate tax provided 
under Sec. 939 applies to active members 
of armed forces, not to civilian employees 
of government. Decedent was recognized 
and well known as an expert in glider 
activities. In Spring of 1943, he was 
appointed special assistant to General 
Arnold, in a civilian capacity. 


On September 11, 1943, decedent par- 
ticipated as an observer in testing an 
experimental transport developed by a 
private manufacturer. While on a flight, 
decedent was forced to bail out and was 
killed when his parachute failed to fill. 


When filing estate tax return, dece- 
dent’s executors invoked provisions of 
Section 939 of Internal Revenue Code, 
which exempts from estate tax, estates 
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of persons dying on or after December 
7, 1941, while in actual service as a 
member of the military or naval forces 
of the United States. Commissioner de- 
termined that decedent’s estate was not 
exempt. 


HELD: Commissioner sustained. Sec- 
tion 939 is an exemption from tax and is 
to be strictly limited to class of tax- 
payers designated. Further, Section is 
unquestionably intended to embrace and 
be applicable only to estates of those 
who were formally members of Armed 
Forces and who died under conditions 
specified. Estate of Richard D. DuPont 
v. Comm., 18 T.C. No. 142, Sept. 26, 1952. 
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PROVIDENT 


Provident can call upon 87 
years of trust and banking 
experience while helping to 
solve your problems in the 
Philadelphia area. 
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Replacement cost of policies held by 
decedent on life of survivor held proper 
measure of value for estate tax purposes. 
Decedent died September 11, 1943. At 
date of his death, he owned five single 
premium life insurance policies which 
he had taken out on his father’s life. 
Decedent also owned a one-fifth undi- 
vided interest in a trust, the sole assets 
of which consisted of 17 life insurance 
policies on life of his father. Father 
survived decedent. 


Commissioner determined that policies 
should be valued for estate tax purposes 
at replacement cost of comparable con- 
tracts as of critical date, or in absence 
of such replacement costs, at interpolated 
terminal reserve values thereof, these 
latter values to be determined by appli- 
cation of method used in gift tax cases. 


HELD: Commissioner sustained. Es- 
tate contended that gift tax valuation 
method did not apply to estate tax and 
that cash surrender values of policies 
represented proper measure of value to 
be applied for estate tax purposes. 


Court pointed out that Supreme Court, 
on three different occasions, had specifi- 
cally rejected cash surrender value as 
represénting the proper measure of 
value of a single premium policy for gift 
tax purposes, and adopted replacement 
cost. Est. of Richard C. DuPont v. 
Comm., 18 T.C. No. 142. Sept. 26, 1952. 





Do You Want Help 
In FLORIDA? 


Banks in all parts of the 
country can rely on The First 
National Bank of Miami for 
full cooperation—in solving 
the estate and trust problems 
of customers having Florida 
residence. Your inquiry is 
invited. 


TRUST DEPARTMENT 


The 
First National Bank 


of MIAMI 





870 


BUREAU RULINGS 


Important ruling on taxability of pro- 
ceeds of life insurance policies trans- 
ferred to partnership. Father and son 
each owned a $25,000 insurance policy 
on his own life. They desired to contrib- 
ute policies to partnership they car- 
ried on, as part of their capital contri- 
butions, in order to retire the interest 
of any partner who might die during 
the existence of the partnership. 


Commissioner ruled that transfer of 
policies in question to partnership would 
not constitute transfer for valuable con- 
sideration and any amounts paid to 
partnership as beneficiary under policies 
by reason of death of insured would be 
exempt under Section 22(b)(1) of In- 
ternal Revenue Code. Letter from E. I. 
McLarney, Deputy Commissioner. (Sym- 
bols IT: RP: TR—MLB 2.) 


Ruling regarding fees earned by ex- 
ecutors and trustees. In response to in- 
quiry, ruling has been made that fees 
and other remuneration received for per- 
formance of services as a fiduciary, such 
as a trustee, executor, administrator, or 
receiver, are earnings from self-employ- 
ment within meaning of Section 481 of 
Code. When, however, such services are 
closely integrated with services per- 
formed by an individual in the exercise 
of his profession as a lawyer, they are 
excluded under provisions of Section 
481(c) of Code. Letter from Norman A. 
Sugerman, Asst. Comm. (Symbols T: R: 
11—JRR 1.) 


Property bequeathed or devised, or 
transferred by gift to guardian of in- 
competent spouse will qualify for mari- 
tal deduction. Under Sec. 812(e)(1)(A), 
property bequeathed or devised by a 


19 








decedent for sole use and benefit of his 
surviving spouse for life, with remain. 
der to estate of such spouse, will qualify 
for the marital deduction, since no ip. 
terest in the property so bequeathed or 
devised passes to any person other than 
surviving spouse. Opinion of Bureau jg 
that property bequeathed or devised to 
the guardian of a surviving spouse, who 
has been legally declared incompetent, 
would also qualify for marital deduction, 


As to consent required in case of gifts 
made by husband and wife to third 
parties, Regulations 108, Section 86.3a(b) 
provides that executor or administrator 
of a deceased spouse or guardian of an 
incompetent spouse, as the case may be, 
may signify such consent. Letter from 
E. D. McLarney, Deputy Commissioner, 
dated March 16, 1950. (Just published.) 


Treasury Decision 5936 has been prom. 
ulgated. Amends Sec. 81.17 of Reg- 
ulations 105 to provide that property 
should not be included in gross estate 
of decedent merely because of retention 
of reversionary interest in a transfer 
made prior to September 8, 1916. Also 
amends Sections 81.18 and 81.19 to pro- 
vide that where life estate is retained in 
transfers made on or before March 3, 
1931 and the decedent died before Jan- 
uary 1, 1951, property should not be in- 
cluded in decedent’s gross estate. 


Proposed regulations with respect to 
certain trusts. Commissioner has pro- 
posed amendments to Regulations 111 
with respect to charitable contributions 
of trusts which are subject to Supple 
ment U or have engaged in prohibited 


“transactions or have unreasonably ac- 


cumulated earnings. Propposed amend- 
ment was published in Federal Register 
Oct. 1, 1952. 
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CURRENT LITERATURE NOTES 


The Lawyer’s Investment Manual or: 
“What Well-Informed Investors 
Ought to Know” 

REDDEN & THELEN. Michie Co., Charlottes- 

ville, Va. 1952; $7.50 pp. 280 plus 50 p. glos- 

sary. 

This Guidebook to the workings of the 
security markets, taxation of investors, 
characteristics of security types, and 
sources of data is too restrictive in title. 
While originally designed to aid lawyers 
in their own and clients’ financial af- 
fairs, its explanatory text and illustra- 
tive exhibits make it of everyday useful- 
ness to the student, teacher or practi- 
tioner of Investing. In interjecting the 
alternative title, the reviewer intends to 
convey the general applicability of this 
collection to novice as well as profes- 
sional. 


Compiled by lawyers (Kenneth Redden 
is a member of the New York Bar and 
professor of law at University of Vir- 
ginia, and Alexander Thelen a member 
of the Virginia Bar and trust officer of 
Citizens Bank & Trust Co. of Charlottes- 
ville), it is free from over-technicalities 
but replete with tables and specimen 
forms. For example, in a chapter on The 
Commodity Market, a photocopy of a 
newspaper page of Future Trading quo- 
tations is published along with a tabu- 
lation showing “Important Economic 
Factors affecting Prices” of each major 
commodity, “Contract Size,’”’ Normal Sea- 
sonal High and Low dates, etc. 


Starting with elementary definitions 
and examples, concerning the various 
markets and mechanics for buying and 
selling, and of major security types, in- 
cluding Mutual Funds, the authors do 
an effective job of “Taking the Mystery 
out of Balance Sheets” and Corporate 
Income accounts. Price, Growth, Per- 
formance and Tax charts, as well as lists 
of securities comprising the Dow-Jones 
and Standard-Poors’ Stock Averages, 
make the book valuable for reference use 
as well as for initial understanding in 
the ways and means of investment ad- 
ministration. Similarly, the section de- 
scribing contents and coverage of the 
financial periodicals and sources of statis- 
tical data can save many an hour’s often 
futile search. Unlike too many of the 
present-day authors of “How To” or 
“Made Easy” books, Messrs. Redden and 
Thelen carefully point out the danger of 
reliance on any formula or “yardstick” 
for appraising company prospects or se- 
curity values. Introducing a list of the 
long-term dividend payers, for example, 
they remark: 


“A history of continuous dividends 
does not guarantee the continuance of 
payments from year to year, nor does 
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it necessarily mean that the value of 
a common stock has reached a platéau 
beyond which further gains are un- 
likely.” 
Three “reservations” are then cited to 
help the reader give proper weight and 
qualification to individual differences as 
well as economic change. 


After perusing this book, the lawyer, 
accountant, insurance underwriter, stu- 
dent or lay investor will have understood 
many new facets to Investing, and will 
have great respect for the myriad ways 
in which the unsuspecting can miss op- 
portunities or even get into difficulties, 
and greater sympathy and appreciation 
for the able professional investment man- 
ager. 


Economic Information for Employees 


FRED RUDGE. National Foremen’s Institute, 

Inc., New London, Conn. 209 pp. $3.50. 

Written to interpret to foremen their 
responsibilities and opportunities for con- 
veying economic information to employ- 
ees, this book is based on hundreds of 
discusisons with foremen in the East, 
West and South. Illustrations, both 
verbal and pictorial, are taken from 
actual experience of named companies. 
How company facts and figures relate to 
specific economic principles is shown un- 
der six major headings. 


Section One discusses both employee 
and management attitudes and points out 
the strategic position of the foreman. It 
clarifies his opportunities to explain 
economics along with messages to em- 
ployees about production, extra shifts or 
lay-offs, quality of product, and other 
routine matters. It tells about recent 
changes in management attitudes, and 
what various companies have actually 
done in this field, as well as pointing out 
the essential factors in a workable plan. 
It shows how this additional burden on 
the foreman may in practice save him 
time and effort by gaining more employee 
cooperation and better work results. 


Section Two explains capital, profit, 
how to read a Balance Sheet and other 
similar topics. It informs the reader just 
what data about his own company he 
needs to obtain and how to use it. “Dis- 
cussion Questions” suggest ways to in- 
terpret this material to employees 
through individual conversation or group 
meetings. 


The book is stimulating and full of 
practical suggestions for a continuing 
program of two-way in-plant commun- 
ication, regardless of the company’s 
products or type of service. 


Solving Public Relations Problems 


VERNE BURNETT. B. C. Forbes & Sons Pub- 
lishing Co., Inc., New York 11. 192 pp. $3.00. 


The author has packed into a small 
space an amazing amount of practical 
wisdom drawn from his personal experi- 
ence in the public relations field and sup- 
plemented by illustrative examples of the 
solution of problems as they were actual- 
ly worked out in real life situations. The 
book is well organized, progressively pre- 
sented, and enjoyable reading. Of special 
value to the newcomer in the public re- 
lations field, it contains also many ideas 
for the more experienced. 


RECENT ARTICLES OF INTEREST 


Death and Income Taxes — The De- 
mise of a Partner, by Harry F. Weyher 
& Joseph H. Flom: Columbia Law Re- 
view, June (Kent Hall, Morningside 
Heights, N. Y.; $1.). 


Acquisition of Property by Murder of 
Cotenant; Note: Iowa Law Review, Sum- 
mer (Iowa City; $1.). 


Earmarking Trust Securities — Nom- 
inee Statutes; Note: N. Y. U. Law Re- 
view, Oct. (Vanderbilt Hall, Washington 
Square, New York 3; $2.). 


Apportionment of Proceeds from Sale 
of Stock Held in Trust; Note: Id.) July. 


Who Should Buy, Pay for and Own 
Life Insurance, by Vernon Mason: 
Journal of Chartered Life Underwriters, 
Sept. (3924 Walnut St., Philadelphia 4; 
$1.50). 


Powers of Appointment in Testa- 
mentary Trusts, by Paul D. Seghers: 
Taxes, Sept. (214 N. Michigan Ave., 
Chicago; 50¢). 


New Approach to Buy-and-Sell Agree- 
ments, by John A. Appleman: Jd. Oct. 


Divorce and the Estate and Gift Taxes; 
Note: 36 Minnesota Law Review, 918; 
$1.). 

Restrictions on Testamentary Gift to 
Charities in California, by G. Stanley 
Joslin: So. California Law Review, July 
(3600 University Ave., Los Angeles 7; 
$1.50). 


Use of Annuities to Facilitate Gift 
Transfers, by Henry T. Owen: Life As- 
sociation News, Sept. (11 W. 42nd St., 
New York; 50¢). 


Probate in Common Form in the United 
States — Problem of Notice in Probate 
Proceedings, by Sheldon S. Levy: Wis- 
consin Law Review, May (Madison; $1.). 


Second Circuit Reaffirms Efficacy of 
Restrictive Stock Agreements to Control 
Estate Tax Valuations, by Edmund W. 
Pavenstedt: Michigan Law Review, Nov., 
(Ann Arbor; $1.). 


Apportionment of Federal Estate Tax 
in Absence of Statute or Expression of 
Intention, by William P. Sutter: Ibid. 
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RECENT FIDUCIARY DECISIONS 


CLaims — Administrator Cannot Re- 
lease Death Claim Without Or- 
phans’ Court Approval 


Pennsylvania—Supreme Court 
jee v. Fidelity and Deposit Co., 369 Pa. 
Plaintiff’s hubsand was killed in an 

automobile accident. Individually and as 
widow she released her rights for $1500 
but as administratrix she began a “sur- 
vival” action in which she recovered a 
$7280 judgment. The defendants tried to 
evade liability on the judgment because 
of the release. 


HELD: For plaintiff. “All the plaintiff 
released was her claim as an individual 
in the death action. As administratrix of 
her husband’s estate, she lacked author- 
ity, as fiduciary, to release her husband’s 
estate. To do so required leave of the 
Orphans’ Court, upon proper cause 
shown. (italics supplied) 

NOTE: This statement by the Court 
introduces a procedure for the settle- 
ment of accident claims resulting in death 
that is new to both Bench and Bar. It 
has prompted President Judge Klein of 
the Orphans’ Court of Philadelphia 
County to write as follows in 24 Penna. 
Bar Association Quarterly 17 (October 
1952): 

“The decision in the Pantazis case has 
caused considerable confusion and has 
unsettled the established practice with 
respect to the settlement of trespass ac- 
tions in death cases —. Prior to the 
Pantazis decision I cannot recall a single 
instance when our Court was requested 
to approve a compromise settlement in a 
death case.” He concludes: “This pro- 
cedure is not only circuitous but also 
highly impractical. Common sense dic- 
tates that the entire situation should be 
reviewed promptly by the Legislature and 
the procedure straightened out as soon 
as possible.” 

A A A 

The citation of Guilford Trust Co. v. 
LaFleur, reported at page 790, Oct. issue, 
is 91 A. (2d) 17. 


DISTRIBUTION — Marital Deduction 
Formula Legacy Preferred Over 
Specific Bequests 


New York—Surrogate’s Court, Queens Co. 
Matter of Lewis, N.Y.L.J., Sept. 12, 1952. 


The will provided for specific bequests 
to trustees for the benefit of the testator’s 
children, a number of general legacies, a 
bequest to trustees of practically the 
amount of the maximum marital deduc- 
tion for the benefit of the testator’s wife, 
and trusts of the residue also for the 
benefit of the children. The aggregate of 
the specific bequests and the marital de- 
duction bequest (which was a general be- 
quest) exceeded the testamentary assets 
by a large amount. Should the marital 
bequest be preferred over the specific 
bequests? 

HELD: The usual order of abatement 
gives priority to the specific bequests; but 
under an exception to this rule, a general 
bequest for support of a near relative, 
otherwise unprovided for, is preferred 
over specific bequests. This marital de- 
duction trust comes within such excep- 
tion, because the trustee was empowered 
to apply capital of the trust if the in- 
come should be insufficient for the 
widow’s support. Also, the testator’s in- 
tent to take full advantage of the mar- 
ital deduction could be executed only by 
giving priority to the marital deduction 
trust. The resultant tax saving would 
benefit all persons beneficially interested 
in the estate. 

NOTE: It would appear that the 
Court’s construction, given in a bona 
fide adversary proceeding, should be bind- 
ing on the Commissioner. 


GUARDIANSHIP — Mother as Guard- 
ian May Not Compel Father to 
Turn Over Automobile Purchased 
with Funds Earned by an Infant 
While Residing with the Father 


New York—Surrogate’s Court, Kings Co. 
Matter of Laponzina, N.Y.L.J., Oct. 21, 1952. 


The infant’s parents were separated. 
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The infant resided with the father anj 
turned over his entire earnings to him, 
Using part of such earnings, the fathe 
purchased an automobile which he use 
mainly for his own purposes. The jp. 
fant later resided with the mother, wh 
qualified as guardian. Claiming that the 
automobile was the infant’s property, 
the mother sought to compel the father 
to deliver it or pay its value to her, as 
such guardian. 


HELD: A parent having legal contro] 
and custody of an unemancipated infant 
has a right to the infant’s earnings and 
services. Hence, the Court cannot grant 
the relief sought. 


INVESTMENT POWERS — Modifica. 
tion of Provisions of Irrevocable 
Trust Permitted 


Washington—Superior Court, King Co. 

Re Trust of Adolph B. Spreckels, decided 

Sept. 25, 1952, (Howard M. Findley, Judge) 

No. 447133. 

On September 12, 1930, Adolph B, 
Spreckels as Trustor entered into an 
Agreement with Pacific National Bank, 
establishing a trust for the benefit of 
himself and his children. The trust is, 
by its terms, irrevocable. The Trustor 
retains a life interest in the income and 
his three children have a remainder in. 
terest in the income until the youngest 
attains the age of 21. At that time, the 
corpus is to be distributed among the 
Trustor’s children, including unborn 
children. The Trust Deed provides that 
not less than 50% may be invested in 
preferred stocks and real estate invest- 
ments, such as first mortgages and local 
improvement bonds — “it being the de- 


sire of Trustor that investments made by f 
the Trustee shall, as far a possible, aver- [ 


age 1% to 1%% above the income from 
securities which are eligible for the in- 
vestment of trust funds.” 


The Trustee and the Trustor, in their f 


petition to modify the investment pro- 


visions of the Trust Deed, alleged that | 


the primary intention of the Trustor in 
establishing the trust was to insure 4 
substantial income from the trust for 
himself, and to provide for his children 
as much as possible from the corpus of 
the trust; that in 1930, when the trust 
was established, investments of the types 
authorized yielded from 3%% on gov- 
ernment bonds to 64%% on real estate 
investments; that yields from the same 
type of investments today vary from 
2%% on government bonds to about 
4%% on real estate investments; that 
the yield for the trust in 1931 was 
$8,581.29, as against $4,720.68 in 1951; 
that it is the practice of corporate trus 
tees now to invest a portion of trust 
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funds in corporate stocks; that the 
stocks included in the Dow Jones indus- 
trial averages now yield approximately 
5.93%; that it was also the intention of 
the Trustor to preserve not only the 
number of dollars, but the purchasing 


. 


te “a power of such dollars; that due to in- 
: father flationary trends the trust corpus will 
he used diminish in purchasing power, if not in 
The in. dollars, under the investment provision 


of the Trust Deed; and that in 1947 


we Washington adopted the Prudent Man 
‘operty Rule for Trust Investments. 

father The guardian ad litem appointed by 
her, as | the Court to represent the Trustor’s 


minor children who might have an in- 
terest in the trust, resisted the petition 


contro] on the ground that such modification 
infant would increase the hazard of the princi- 
8s and pal ultimately to be paid to the children, 
Brant | without any corresponding benefits. 
HELD: Trust Deed modified by sub- 
dlifice. | stituting the Prudent Man Rule for Trust 
ocable Investments. The Trustee cannot adhere 


to the limited investment provisions in 
the Trust Deed and at the same time 
Co. secure the income specifically provided 


decided } for in the Trust Deed. The Trustor and 
— his attorney, at the time the trust instru- 
ment was prepared, had no reason to be- 
ph B, lieve that such changes as occurred would 
ito an ever take place during the life of the 
Bani, trust. The court has the right and the 
efit of power even to change the language used 
ans ‘5 | in the Trust Deed, in order to carry out 
ruster the Trustor’s intention as determined by 
<f and the court. 
ler in- 
ungest “.. . the ‘prudent man’ rule... is a 
1e, the very wise rule. It simply means that there 
2 the is granted to the trustee in the handling 
mborn of trust funds the right and authority to 
: oe do that which a conscientious and prudent 
ili man would do in the handling of his own 
affairs. The granting of authority to in- 
nvest- vest funds under this Rule will best serve 
—— to carry out the intentions of the trustor.” 
e- 
wt by No appeal has been taken from this 
aver. | decision. 
from | Lire TENANT & REMAINDERMAN — 
he in- Stock Dividends of Testamentary 
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Member Federal Reserve System and Federal Deposit Insurance Corporation 


tate in Absence of Provisions for 
Distribution in. Will 


Tennessee—Supreme Court 
Nashville Trust Co. v. Tyne, 250 S.W. (2d) 


937. 

Testatrix created a testamentary trust, 
the corpus of which was largely made up 
of corporate stock. Her husband and chil- 
dren were made life beneficiaries, and 
the will provided that “the entire net in- 
come from said estate” should be paid to 
them in equal shares. Since the death of 
testatrix several thousand shares of stock 
had been issued as stock dividends, and 
the trustee brought this suit to deter- 


mine whether the stock dividends should 


be paid to the life beneficiaries as income 
or added to the corpus. The Trial Court 
held that testatrix had made no pro- 
vision for the distribution of stock divi- 
dends, and that they should be dis- 
tributed according to the Pennsylvania 
rule, which makes the preservation of 
the corpus the controlling factor. The 
life beneficiaries did not appeal, but an 
appeal was taken by the guardians ad 
litem for the remaindermen. 


HELD: Affirmed. There are three rules 
which control the distribution of stock 
dividends between life tenants and re- 
maindermen where the trust instrument 
does not specify the manner of their dis- 
tribution. Under the Massachusetts rule 
if a dividend is paid in stock, it goes to 
the corpus; a cash dividend goes to the 
income beneficiaries. The Kentucky rule 
gives all dividends, of whatever charac- 
ter, to the income beneficiaries. The 
Pennsylvania rule makes the preservation 
of the corpus the controlling factor. 


By its previous decisions, the Tennes- 
see Supreme Court had rejected the 
Massachusetts rule. Its decisions having 
become a rule of property, the Massachu- 
setts rule is now rejected for all pur- 
poses, unless the Legislature sees fit to 
adopt it. In the present case, however, 
since the life beneficiaries did not ap- 
peal, there is no occasion to consider the 
Kentucky rule, for the life beneficiaries 
alone would be affected by its adoption. 
And inasmuch as the Chancelor applied 
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the Pennsylvania Rule, and the Massa- 
chusetts Rule must be rejected, the 
Pennsylvania rule will be applied in 
this particular case. The Court makes no 
decision as to whether the Kentucky rule 
or the Pennsylvania rule shall be applied 
generally in this State. 


SUCCESSOR TRUSTEES — Surviving 
Trustees May Carry on Affairs of 
Trust Without Appointment of 
Successor to Decedent Trustee 


New Jersey—Superior Court 
Spencer v. Parmly, 90 A. (2d) 523. 


Decedent’s will directed that each of 
his trustees, whether original or succes- 
sor, promptly after assuming office, nom- 
inate in writing a person to succeed such 
nominating trustee. In case any person 
so nominated shall have died or shall 
have refused to assume trusteeship with- 
in 20 days after time for assuming office 
arrived, other trustees had power to ap- 
point a successor trustee. 

All three trustees qualified and on 
July 12, 1950, one died without having 
nominated his successor. By reason there- 
of, surviving trustees petitioned Court 
to decide whether they could appoint a 
successor trustee and, if not, whether 
they could administer trust without ap- 
pointment of a third trustee. 


HELD: Trust should be administered 
without appointment of third trustee. 
Provision in will, giving surviving trus- 


For complete 
fiduciary service 
in 
Minnesota... 


FIRST varios 


BANK OF MINNEAPOLIS 


115 South 5th Street 
Minneapolis 2, Minn. 





873 





tees authority to appoint a successor 
trustee, applied only where successor 
trustee who had been nominated died 
before assuming office or failed to assume 
office within 20 days after office became 
vacant. Will did not give surviving trus- 
tees authority to appoint where a trustee 
died without having nominated his suc- 
cessor. New Jersey Statutes, R. S. 
8A:6-52, give surviving trustees in such 
a case power to carry on without a suc- 
cessor trustee being appointed. 


TAXATION — Estate & Inheritance — 
Renunciation of Income by Aged 
Decedent Less than Two Years Be- 
fore Death Held in Contemplation 
of Death 

United States—Court of Appeals, 
District of Columbia Circuit 

Heller v. District of Columbia, No. 

decided Sept. 4, 1952. 

Pauline Baum died April 30, 1949, 
shortly before her 83rd birthday. Three 
items of property which she had given to 
her nephew, his wife and children were 
omitted from the District of Columbia 
inheritance tax return on the theory that 
the property was not owned by her at her 
death. Section 47-1601, D.C. Code (1940) 
provided that “*** The transfer of any 
property, or interest therein within two 
years prior to death, shall, unless shown 
to the contrary, be determined to have 
been made in contemplation of death.” 

Two of the three items of property 
were transferred by the decedent less 
than two years before her death. The 
third transfer took place some three 
months before her death and consisted of 
a renunciation by the decedent of trust 
income in favor of the Heller children. 
The District tax authorities decided the 
items should have been included on the 
ground that the transfers were made in 
contemplation of death and assessed addi- 
tional inheritance tax. 


The District of Columbia Tax Court 
found that the first two items were 
transferred in contemplation of death, 
and that the renunciation as to the third 
item was executed in contemplation of 
death and it accordingly upheld the addi- 
tional assessment. 

HELD: Affirmed. Under the statute, 
the presumption existed that the first two 
transfers made less than two years be- 
fore death were made in contemplation 
of death and the transferees had the 
burden of showing the contrary. The 
transferees failed to sustain that burden. 


As to the third transfer, the decedent 
did have an interest in the trust property 
at the time of her death which should be 
included in her taxable estate because she 
relinquished her life right to the income 
in contemplation of death. “Obviously 
she could not render non-taxable a pre- 
vious transfer which was clearly taxable 
by renouncing, in contemplation of death, 
the reserved interest which had made it 
taxable.” 


11,104; 
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TAXATION — Income — Trust In- 
come Paid to Widow Partially for 
Children’s Support Not Entirely 
Taxable to Her 


Canada—Supreme Court 


Bouck v. The Minister of National Revenue, 
C.C.H. Dominion Tax Cases, 1952, D.T.C. at 
p. 1090. 


A widow was assessed for tax on the 
annual amount received from an “in- 
come account” set up under the terms 
of her husband’s will. Under the will, 
the widow was to use the revenue from 
the account for her maintenance and for 
the maintenance and education of her 
two children. The will further provided 
for the return to the fund of any unused 
revenue payments, for payment of a por- 
tion of the income of the fund to the 
issue of either child who might die, and 
for the maintenance out of the revenue 
of the fund of the widow of a son in the 
event of the son’s marriage and death. 


The Income Tax Department assessed 
the whole amount received by the widow 
as her income, on the ground that she 
had sufficient control over it to put her 
in substantially the same position to- 
wards the children as her husband was 
during his lifetime. 


HELD: Because of the provisions in 
the will for the maintenance and educa- 
tion of the testator’s children and grand- 
children, etc., the whole income could not 
be regarded as the widow’s income, even 
though it was under her sole control. 
The widow’s control over the income was 
impressed with an obligation regarding 
the children, etc., and for that reason the 
entire income could not be regarded as 
her own for tax purposes. 

—Reported by Ontario Legal Editor 


TERMINATION — Trust Ended for 
Failure to Administer According to 
Terms 


Washington—Supreme Court 


McLaren v. Schalkenbach Home for Boys, Inc., 
141 Wash. Dec. 111. 


The testator provided for the estab- 
lishment by his trustees of a home in 
Seattle for orphaned or abandoned work- 
ing boys who were trying to earn their 
own living, and required that the boys 
be working at least part time and con- 
tribute toward their board and keep. By 
Jan. 1, 1950, the trustees admitted four 
boys to the home, found by them to be 
qualified. Three of the boys had received 
aid from the Department of Welfare. 
The fourth had for a time been at the 
Seattle Children’s Home. After the home 
was established, the trustees made ap- 
plication to the Welfare Department to 
present boys under its charge, and 
it was such boys who were received into 
the home. They were not homeless boys 
dependent upon their own resources. 
Their homes and maintenance had been 
furnished by the Welfare Department. 


In a previous hearing upon the gyjt 
of the administrator de bonis non t 
terminate the trust, the Supreme Cour; 
had ruled that if the trust was not being 
administered as provided in the will by 
January 1, 1950, the trust would be ter. 
minated. (33 Wn. (2d) 255, 205 P. (24) 
345, 88 Trusts and Estates 515. 

HELD: Remanded for the entry of, 
decree termining the trust. The trusteg 
cannot meet the conditions of the trug 
by operating a home that is merely ap 
adjunct to the Welfare Department. |) 
view of previous unsuccessful efforts t 
operate the home in accordance with the 
will, the discharge of the trustees ang 
the appointment of others would not solve 
the problem. The solution lies in termina. 
tion of the trust. 


WILLS — Construction — Remainder 
Interest Vested Subject to Dives. 
ment Upon Happening of Condi. 
tion Subsequent 


Illinois—Supreme Court 
Burkholder v. Burkholder, 412 Ill. 535, 


Testator was survived by his wife and 
five children. He devised all of his real 
estate to his wife “to be by her used and 
disposed of during her natural life” with 
remainder over in equal shares to his five 
children, naming them. The will further 
provided that in the event any of his five 
named children died leaving a surviving 
child or children such surviving child or 
children were to receive the share his 
or her parent otherwise would have 
taken. 

Testator’s surviving son, Homer, prede. 
ceased his mother leaving a widow but 
no surviving children. After the death of 
testator’s wife Homer’s widow in a par- 
tition suit claimed an undivided one-fifth 
interest in fee in the real estate. The 
Circuit Court held Homer’s interest had 
vested at testator’s death subject to di 
vestment if Homer died leaving a sur- 
viving child or children and that Homer's 
interest became indefeasible at his death 
and passed to his widow under the will. 


HELD: Affirmed. Since under the 
terms of testator’s will his wife was given 
the use and power to dispose of the real 
estate only “during her natural life,” she 
was precluded from disposing of the real 
estate by her will and received only a life 
estate. The devise of the remainder to the 
children by name indicated that the de 


vise was to them as individuals and not f 


as a class. Since the divesting contit- 
gency did not occur, Homer’s undivided 
one-fifth interest passed to his widow. 


WILLs — Probate — Ministration of 
Narcotics not Conducive to Test 
mentary Incapacity 


Washington—Supreme Court 
Re Mikelson’s Estate, 141 Wash. Dec. 87. 


The testator suffered a coronary 
clusion at the age of 65. Upon being told 
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ng told 


by his physician that he had a fifty-fifty 
chance to recover, he sent for his stepson 
and asked the doctor to obtain a lawyer. 
The lawyer was a stranger to the parties. 
He wrote out a will for the testator. The 
stepson and his wife remained in the 
room but took no part in the conference 
except to answer questions by the testa- 
tor. The testator remembered and named 
his relatives, and was able to describe 
his property accurately. He left be- 
quests to his sister, a brother, and the 
children of his stepson, but left most of 
the estate to the stepson and named him 
executor. The testator had been given a 
quarter grain of morphine three and one- 
half to four hours prior to executing his 
will, and had been taking the drug at 
four hour intervals for the preceding 
92 hours. He lived four days after mak- 
ing the will. The testator’s sister peti- 
tioned the court to set aside the will upon 
the grounds of lack of testamentary 
capacity and undue influence exerted by 
the stepson. The Trial Court entered 
findings of fact sustaining the will. 


HELD: Affirmed. The contestant of a 
will must sustain the burden of proof 
by evidence that is clear, cogent and con- 
vincing. The ministration of narcotics 
was but one of the evidentiary facts of 
the case, and was not of itself proof, or 
even weighty evidence of testamentary 
incapacity. The evidence of its effects 
upon this testator was in conflict. There 
was not sufficient evidence to overcome 
the findings of the Trial Court. 


WILLs — Probate — Person Named 
as Executor is not Disqualified as 
Witness 


California—Supreme Court 

Estate of LaMont, 39 A.C. 582 (Sept. 25, 

1952). 

LaMont’s typewritten will named his 
sister Bella LaMont, and his nephew 
Fred C. Smith to “administer” the 
estate. The entire estate was given to 
Bella, which fact disqualified her as a 
witness. There was a qualified’ witness, 
Helen B. Smith. Since the law requires 
two witnesses, the question was whether 
Fred C. Smith, who was in effect ap- 


pointed as an executor, was a qualified 
witness. 


HELD: He is qualified. It is immaterial 
that in requesting Fred’s signature the 
testator may have failed to use the word 
“witness,” or may have been under a 
mistaken belief that a person who is 
named as executor must sign the will. 


WILLs — Probate — Position of Sig- 
nature in Holographic Will Imma- 
terial 


California—Supreme Court 
Estate of Bloch, 39 A.C. 586 (Sept. 25, 1952). 


Mrs. Bloch’s holographic will began as 
follows: 


“My executor shall be Sally Goldberg 
(sister) who shall employ counsel & pay 
expenses from estate to fight any action 
which may be taken by said husband 
Julius J Bloch 


8/24 /48 
Bond belonging solely to 
Helene I. Boch _...._..----. 8000.00 
5300.00 
13300.00” 


She then provided for division of the 
bonds among seven named persons and 
continued with provisions showing an in- 
tent to disinherit her husband Julius. 
There was no signature on the will other 
than the testatrix’s name as it appears 
in the quotation. 


HELD: The will was properly ad- 
mitted to probate. If the testator’s name 
appears anywhere in a holographic will 
and if the instrument is intended as a 
complete testamentary disposition, the 
signature is considered sufficient for the 
purpose of validating the will. Estate of 
Kinney, 16 Cal. (2d) 50, 104 P. (2d) 
782, followed. 


WILLs — Probate — Presumption as 
to Destruction of Lost Will 


Michigan—Supreme Court 
In re Kanera’s Estate, 334 Mich. 461. 


Testator, in April of 1949, executed a 
will in the office of his attorney with whom 
he left a copy. He made no provision for 
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his brother and three sisters, who were 
his heirs presumptive, but left his entire 
estate in trust for his housekeeper during 
her lifetime with remainder over after 
her death to a charitable home for widows 
and orphans of War Veterans. After his 
death in December of 1949, the original 
will could not be found, and ultimately his 
trustee, petitioned that the instrument 
be admitted to probate. 


At the trial some testimony was intro- 
duced concerning declarations made by 
the testator to the effect that he wished 
to remember his housekeeper and the 
children’s home, and testimony was in 
conflict as to whether or not the testator 
was on friendly terms with his brother 
and sisters at the time the will was made. 
Evidence was submitted showing that 
there was a possibility that the brother 
and sisters, or some of them, may have 
had the opportunity to destroy the will. 


Upon a jury verdict and judgment be- 
ing had for the proponent of the will, the 
brother and sisters appealed, claiming 
that the judgment should have been ren- 
dered for them notwithstanding the ver- 
diet, basing their contentions on the prin- 
cipal ground that where a will, which is 
known to have existed during testator’s 
lifetime and in his custody, cannot be 
found at his death, a presumption arises 
that such a will was destroyed in his 
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lifetime by the testator with intention to 
revoke it. 

HELD: Affirmed. Whether or not the 
presumption is rebutted presents a jury 
question and the lower Court’s instruc- 
tion to the jury was proper that it must 
not weigh the presumption that will was 
destroyed where there was testimony on 
the subject, but that it must make its 
determination from the evidence intro- 
duced. A rebuttable or prima facie pre- 
sumption has no weight as evidence but 
merely services to establish prima facie 
case. The Court will not invade the prov- 
ince of the jury by weighing the evi- 
dence where it cannot be said that the 
jury’s verdict upholding that will was 
not based on substantial evidence. 
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An offer to render trust services with. 
out charge to military personnel called 
into active duty has paid dividends jy } 
goodwill for Commerce National Bank 
Toledo, Ohio. Advertising of this servic. 
brought inquiries from some who want. 
ed principally a means of refinancing 
existing indebtedness, which the bank 
avoided, but president Milton Knigh 
stated that “we did help out in a larg 
number of cases that made us feel the 
effort was worth while.” The ad offering 
this unique program was first run short. 
ly after the outbreak of the Korean War, 
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GRESS OF AUGUST 24, 1912, As 
AMENDED BY THE ACTS OF MARCH 
3, 1933, AND JULY 2, 1946 (Title 39, 
United States Code, Section 233) 


Of TRUSTS and ESTATES (Magazine), 
published monthly at New York, N. Y. for 
October 1, 1952. 


1. That the names and addresses of 
the publisher, editor, managing editor, 
and business managers are: 


Publisher, Christian C. Luhnow, “Mag. 
nolia” Gor donsville, Virginia. Editor, 
Christian C. Luhnow, “Magnolia” Gor. 
donsville, Virginia. Managing editor, P. 
Philip Lacovara, 50 East 42 Street, New 
York 17, N. Y. Business manager, M. M. 
~— 50 East 42 Street, New York 17, 


2. That the owner is: Fiduciary Pub- 
lishers, Inc., 50 East 42 Street, New York 
17, N. Y. Christian: C. Luhnow, Stock 
Holder, 90 Shares, Gordonsville, Virginia; 
Josephine L. Luhnow, Stock Holder, 30 
Shares, Gordonsville, Virginia. 


3. That the known bondholders, mort- 
gagees, and other security holders owning 
or holding 1 percent or more of total 
amount of bonds, mortgages, or other se- 
curities are: None. 


4. Paragraphs 2 and 3 include, in 
cases where the stockholder or security 
holder appears upon the books of the | 
company as trustee or in any other fidu- | 
ciary relation, the name of the person or 
corporation for whom such trustee is 
acting; also the statements in the two 
paragraphs show the affiant’s full knowl- 
edge and belief as to the circumstances 
and conditions under which stockholders 
and security holders who do not appear 
upon the books of the company as trus- 
tees, hold stock and securities in a ¢a- 
pacity other than that of a bona fide 
owner. 


CHRISTIAN C. LUHNOW 

Sworn to and subscribed before me this 
1st day of October, 1952. 

P. PHILIP LACOVARA 


Attorney and Counsellor-at-LawW 
with powers of a Notary Public. 


(My commission expires March 30, 1953) 
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